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EDITOR’S PREFACE 


In the Central Budget for 1946-47, the Finance Mem- 
fcer announced that a Taxation Enquiry Committee would 
he appointed in the near future for a fresh comprehensive 
review of the tax system. He observed that ‘one impor- 
tant object of the proposed enquiry would be to secure, as 
between the various classes of taxpayers, an equitable dis- 
tribution of the burden of taxation.’ We have no system- 
atic study of the burden of taxation on different classes of 
taxpayers, and it is not clear whether the proposed com- 
mittee will undertake a detailed statistical inquiry before 
arriving at conclusions, or will work on general data. We 
■say this because the complexity of the problem is generally 
not realised. It may be mentioned that Sir James Grigg, a 
former Finance Member, in answer to a question in the 
Legislative Assembly promised that the then newly ap- 
pointed Economic Adviser to the Government of India 
•would be asked to make a study of the incidence of taxa- 
tion on different classes of people in the country. Dr. Gre- 
:gory (now Sir T. E. Gregory) made a scheme which is not 
published; but in this connection, he took into confidence 
those likely to help, particularly Heads of Departments of 
Economics of the Universities. It was understood that the 
inquiry would require the collection of sample family 
budgets throughout the country of different classes of peo- 
ple and that the effects of taxation on the people would be 
studied with reference to such data. This elaborate and 
•costly but essential piece of work would have taken some 
time, but would have been of great help for bringing about 
an equitable distribution of the burden of taxation. For 
reasons which are not known, the study was abandoned. 

The present work by Dr. Lakdawala is the first system- 
atic attempt in the same field. As the capacity of an indi- 
•vidual research worker in respect of time as well as money 
as limited, the investigation was confined to British 
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Gujarat. It was known that though it would not be pos- 
sible to establish guiding conclusions in all cases, it would- 
be possible to evolve a method which other research 
workers might find useful. The publication of the work- 
which was completed in June 1943 has unfortunately been 
delayed due to the difficulties of paper and printing. In 
spite of this, this first attempt at a systematic study of the 
problem of tax burdens on various classes of the people 
will, 1 am sure, be of high value at the present jimcture, 
when this question is likely to engage the attention both 
of the Governments and the public. 

This work was first done in this School as a thesis for 
the Ph.D. degree of this University, but has since been 
considerably revised by the author who is now a member 
of its staff. 


School of Economics and Sociology, 
■University of Bombay, 

22nd June, 1946. 


C. N. VAKIL 



INTRODUCTION 


The real skill of a Finance Member is not tested under 
those happy circumstances when there are budgetary sur- 
pluses and the taxes can be reduced or abolished, but in 
that unfortunate situation when he labours under the com- 
pulsion of having to find fresh sources of revenue;* for he 
has then to perform the task of taxing and pleasing at the 
same time — a feat, which a great writer pronounced to be 
as impossible as of loving and being wise in the same<' 
breath. The Finance Members in India have had to per- 
form this odious task for the last so many years. The 
earlier budget-framers at the Centre and the Provinces did 
not feel these difficulties in full force owing -to their irres- 
ponsible constitutional position. But the various Finance 
Ministers of the provinces after 1937, owing to their being 
members of popular ministries, which had to cater simul- 
taneously to the people’s demand of being less taxed and 
more cared for, felt this strain much and chafed heavily 
under it. Though their difficulties were in part due to 
their limited powers over the services and the inadequacy 
of tax resources given to the provinces, they are also to 
a great extent inherent in the situation of an economically 
backward country like India, and are likely to persist, and 
even increase, in a post-war free India. Many of the pre- 
sent war-time resources of taxation will disappear after 
the war but a large part of the present increase in defence 
expenditure is likely to become a permanent feature of the 
Indian financial system. A heavily mechanized army, a 
powerful navy, and a mighty air force will be indispens- 
able to post-war India. Retrenchment, Indianization, ra- 
tionalization and conscription will offset only n part of 
this increase. To add to this, if India wishes to be any- 
where near her rightful place in the post-war world, she 
Will have to make a tremendous allround increase in her 


• Cf. Green — ^I’axation in Theory and Practice, pp.3-4. 


social services. Her development services will also have 
to be considerably- 'expanded. The State policy in. spend- 
ing more on economic development and on social improve- 
ments will certainly bring in a handsome return, ’^ere 
will be, as a result of State, action, an increase in National 
Income in due course, and therefore the existing taxes at 
the same rates may yield “much more than they do now. 
But this process will lake some time, perhaps a fairly long 
time. The interval -will be a trying period. While a part 
of the gap between revenue and expenditure may be met 
by borrowing during the transition, some part will have to 
be met by tapping fresh sources of revenue or increasing 
rates of existing taxes. The Finance Ministers of the 
future will have to continue tliis odious duty of taxing for 
some time more to be able to avoid inflationary gaps. 

In finding out new sources of taxation, our Finance 
Ministers rvill have to exercise great caution and skill. 
There is a powerful opinion in the country, which believes 
that the Indian people had reached their taxable capacity 
even before the war. One may not agree with it, but none 
can gainsay that the burden under Indian conditions was 
fairly heavy, and any increase in it must be made with a 
careful consideration of the shoulders that can bear the 
burden. This becomes all the more essential when even 
the pre-war taxation was suspected of being ill-distri- 
buted.'’ It is, therefore, very essential that the burden of 
the existing tax structure on the various Indian classes 
should be closely studied so as to furnish a sound basis, on 
which alone a correct taxation policy can be built up. This 
will enable the future Finance Ministers, if not to please, 
at least to allay public discontent. In its absence, the tem- 
porary political exigencies will dictate the policy. Unfor- 
tunately, however, there is no work giving authoritative 
data on this subject. Nor is there a possibility of any such 
work without the collection of data regarding national in- 

l.f The ex-Finance Member, Sir Jame.s Grigg, rvas only echoing the 
general sentiment in India, when he said on many occasions that “the 
taxation system in this country is regressive, that it lets off 
the rich too lightly, and that it taxes the poor too heavily” — Assembly 
Debates, 1038, p. 1656. 



■come and its distribution, regarding production and con- 
sumption of various commodities, and without a study of 
family expenditure on taxed items. Only the State can 
attempt the collection of such voluminous statistics; but 
the State in India has consistently fought shy of such work. 
The solution of the problem cannot await till the . State 
gathers sufficient courage. In the meantime, as a practical 
scientist, it is the economist’s job to wrest the most out of 
existing data or such data as can be collected, and help in 
the formation of economic policy. Even if conjectures and 
surmises are essential, he cannot flee from the task, as by 
training he is the most fitted to make them. This work is 
the first effort to enable the economist to perform this 
task under the existing handicaps. We have confined our- 
selves to the task of measuring the distribution of the tax 
burden in British Gujarat — a narrow homogeneous tract in 
which we could collect a sufficient number of representa- 
tive budgets to get an idea of the consumption of various 
classes oiE people. The canons of war taxes are different 
from those of peace taxation, and it is hard to allot the 
burden of many war taxes. The choice of a war year for the 
purpose of calculating the burdens was, therefore, out of 
question. The last pre-war year, 1938-39, was obviously 
the best choice. Not only was it the last year of peace, but 
also the year in which conditions in India were normal, no 
efforts having been made to harness the national economy 
to war purposes. Oiu: calculations of the burden of taxa- 
tion have, therefore, been made for the year 1938-39. By 
itself this study cannot have more than a methodological 
value. But if it is followed up by similar studies in other 
regions, considerable valuable data will, be accumulated 
without any State help and a fuller, though rather faint, 
picture of the tax distribution in India will be possible. 

The knowledge of the distribution of tax burden is of 
use only in so far as the user has some well-grounded 
ideal of tax distribution, in the light of which the tax 
structure is to be judged. We have, therefore, discussed in 
Chapter I the principles of justice in taxation, even 
though it may appear to be a question more of ethics than 
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of economics. A large amount of literature is available on 
the subject. Our Chapter is only a judicious Selection of 
the principles of distribution that have appealed to us, 
along with a discussion of the full implications of these 
principles and their limitations under our conditions. 

Having thus arrived at some definite ideas regarding 
the distribution of tax burden, we pass on in Chapter II to 
the device to measure the tax burden — the technique of in- 
cidence. A great part of this chapter is devoted to a dis- 
cussion of the meaning of this term. Seligman himself, 
who contributed a great deal to the terminology in this 
realm, and was greatly instrumental in differentiating in- 
cidence from various allied concepts, gives no clear cut 
meaning or definition. The Colwyn Committee, the next 
best authority on the subject, are no better guide. We 
have, therefore, been forced to forge out a definition of 
Incidence’ for our purpose. Following Dalton we have 
looked upon ‘Incidence’ as a device to measure the direct 
money burden of the State taxes, and have concluded that 
there can be no specific burden without a corresponding 
revenue to the Government, and every pie that goes to the 
Exchequer must have a corresponding incidence. So de- 
fined, incidence seems a very narrow concept, and doubt 
arises regarding its value. We, therefore, pass on to discuss 
at length the limitations of the study of incidence, and its 
utility in spite of these limitations. This discussion as well 
as the earlier discussion in the chapter of methods of es- 
caping taxes are mainly based on Seligman. 

A study of the incidence of taxes is an essential preli- 
minary to the study of the burden of the tax system as a 
whole. Part II, consisting of chapters III to VIH, contians 
an examination of the incidence of various taxes in gene- 
ral and of Indian taxes in particular. Every chapter in 
this part is broadly divisible into two parts, the one deal- 
ing with the theory of incidence relevant to the tax under 
examination and the other treating the incidence of the 
tax in India. Though on the theory of incidence there *is 
a voluminous literature, it has seldom been brought toge- 
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ther anywhere. The only book that deals with the sub- 
ject as a whole, viz. Sehgman’s, was written as early as 
1899. Many of the prevailing taxes did not exist then, or 
were of minor importance. Hence they seldom got any- 
thing more than a passing reference, e.g., the incidence of 
income tax and death duties was not thought worthy of 
any serious discussion by him.! The Colwyn Committee 
had the fortune of doing the work much later and devoted 
serious attention to the study of incidence. They gave 
considerable space to a discussion of the incidence of the 
above two taxes. But even this is out of date now. The 
sales tax, which the Committee condemned without any 
discussion, has assumed an important place in the world 
financial system, and none can now dare dispose of it in 
one paragraph. Various sorts of business taxes have 
grown up, which the Committee could not foresee. Even, 
regarding the two taxes, whose incidence the Committee 
discussed at length, they were singularly unlucky. Their 
view of the incidence of the income tax has been one of 
the most controversial parts in their report. Their opinion 
regarding the incidence of death duties aroused no such 
violent controversy, but is unacceptable to many. The 
remaining literatme on the subject of incidence is so 
scattered, that we thought that a theoretical discussion, 
even if it were only based on the available literature, 
would serve a useful purpose. Moreover, most of this 
literature suffers from the lack of a clear definition of in- 
cidence. The clear definition adopted in this book gives 
us an initial advantage. 

The portions relating to India in the different chapters 
of Part II stand in little need of apology. They deal with 
the incidence of the various taxes in India, and their in- 
justice, if any, to individuals, classes and groups. Any 
discussion of tax effects or administrative practicability is 

1. In the later editions of the “Shifting and Incidcnco of Taxation”, 
he did not devote any greater attention to this topie. In “The Inconie- 
Tax” published in 1911, he did not touch this prohlcna at all. Later on 
in 1024, he ■wrote an article discussing this problem, ■nhich was published 
as appendix XII to the Report of the Committee on National Debt and 
Taxation. 
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rigidly excluded; only, where necessary, references have 
been 'made to them. The history of various taxes is also 
kept out as far as possible. In spite of these exclusions, 
these portions, a careful reader will note, overlap to some 
extent with books discussing Indian taxes in all their as- 
pects and ramifications. This is only because in the ab- 
sence of any data regarding effects of taxes or of expen- 
diture, or of adequate knowledge of administration, even 
comprehensive studies on taxes are bound to degenerate 
into vague discussions of their iustice. Even at such 
places of overlapping, we submit that the unity and con- 
centration of purpose in our work lend it a value of its 
own. 

Having studied the incidence of various taxes indivi- 
dually and the injustice they create, the important task is 
to put the result synthetically and to point out how the 
whole tax structure affects the various income groups, for 
these are the most important classes in our Society, and 
any injustice among them ought to be the special concern, 
of the State. Part HI is devoted to this work. A compli- 
cated technique has been built up in Britain and U.S.A. to 
perform this task. To study this technique at work, the 
various assumptions it had to work upon, the degree of 
precision it could acquire, and the changes wrought out in 
it in order to make it suit the more complex tax structirre 
■of modem times, we devote Chapter IX to the various in- 
cidence studies made in U.K. and the one in U.S.A. This 
examination of foreign studies prepares us for the final 
plunge which we take in Chapter X. In that chapter an 
attempt is made to evolve a method that similar studies 
should follow in India by an effort to measure tax burden in 
Gujarat. The family budgets specially collected by us in 
the cities and villages of Gujarat are perhaps better guides 
than those of other countries, because of the fact that our 
budget items were specially selected for the purpose of 
studying incidence of taxation. In other respects, how- 
ever, our study suffers in comparison with foreign studies. 
The absence of adequate data regarding production of 



various commodities and the lack of figures regarding the 
distribution of national income have landed us often into 
great difficulties. We have had to adopt many devices to 
get roimd them, with the result that we can claim for our 
figures only a rough approximation to truth. As an apology 
for our work, we can only quote the words of Sir Herbert 
Samuel, the founder of incidence studies in Great Britain: 
“In choosing it (the measurement of tax burden) as the 

topic, , I am fully conscious of its difficulty. On a 

number of points, particularly with regard to several of 
the indirect taxes, the material for exact statement is far 
from adequate. We are compelled to proceed largely by 
estimate. If this were not so, however, if the subject pre- 
sented no difficulties, if the facts were easily ascertainable, 
we should find the allocation of taxation set out in the 
Blue Books, and there should be no need for this Society 

to trouble itself about the matter By collecting the 

facts, wherever facts are available, and by framing esti- 
mates, where we are obliged to have recourse to estimates, 
on as broad a basis of facts as possible, we may hope to 
reach results that will be serviceable. These results can- 
not be free from error; they cannot claim acceptance in 
details; but taken as a whole, they will indicate, I believe, 
with substantial truth, the broad feature of the situation.” i 

Our great thanks are due to the University of Bombay 
for their substantial grant towards the cost of publication 
of this work. 


1. The Journal of the Roy.nl Statistical Society, 1010, pp. 14o-140. 
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CHAFTEn r 


JUSTICE IN TAXATION 

PARADOXICALLY enough, the modern civilization has, 
along with its breaking up of old class solidarity and 
social harmony based on the principle of rank by birth, 
also brought in a new and deeper awakening of social 
consciousness. > The New Age is characterized by not only 
a greater emphasis on indvvidual rights, but also by a 
better realization of obligations and duties to society. The 
members of the “Great Society” are distinguished not only 
by their greater clamour for justice to themselves, but also 
by their ready, though so far grumbling, acceptance of thd 
dictates of justice even when it goes against them.h This 
willingness of the people to do unto others as they would 
be done by has naturally made itself felt most in relations 
of the individual to the State, especially in countries where 
Ihe popular form of government has been accepted.^ Since 
’taxation is one of the most important fields, where the ordi- 
li arv in dividual comes' into direct contact with the State, 
the desire for justice has made itself most felt in this 'sphere.'' 
The huge increases in public expenditure in pre-war years^ 
have lent great strength to the ethical desire.^ The fear* 
based on past experience, that at least a part of the present 
colossal war increase in expenditure may become perma- 
nent, makes this problem of the just distribution of tax 
burden more urgent than ever before. 

1 Witness the acquiescence of the rich in n steeply progressive income 
tax. It seems they have realized the truth of the old Chinese maxim, “ Tire 
pitcher has been cxhaus'ted ; it is the shame of the jar. ” 

2 See Adams, Science of Finance, pp. 321-322. 

3 For some interesting figures, sec Green, Tlio Theory and Practice of 
Modem Taxation, pp. 304-314. 

4 Cf. “ Taxation is norv rapidly developing from a merely unpleasant 

incident into a dominating feature of daily life, and those features which' 
have hitherto been of little interest, because tliey have been too small to 
matter, now become of great importance. ” Stamp, The Fund.araentnl Princi- 
ples of Taxation, pp. 1-2. ‘ 


2 


JUSTICE IN TAXATION IN INDIA 


Considerations of practical utility lead to the same con- 
clusions. It is a well-known law of mechanics that even 
a lig ht loaSHf ill-distribu ted, may prove too h^vy to bear. 
'§o~also a snSTamo uhT^ tax revenue, raised by means of 
'niZc ohceived taxSr pro^ a seriot^ menace to national 
nrogress: nay, it may lead to popular resentm mt, and may 
Cllunateiy driv e the people to rerolt.'*! Thus, not only the 
pnnHple ofTHe conservation of sopial energy but also the 
narrowest grounds of self-interest compel in the State a 
regard for justice in levying even light taxes. A load, that 
amounted to more than 20 per cent of national income in 
. pre-war years^, and may be heavier in the post-war period, 
has to be distributed with the greatest care and discrimina- 
tion. T he time has now come, when the most ar dent j id- 
herent of the theory of so p lucking the feath'ers^f the goose 
as'~t o ma ke it sffl6ak~tEe least has to pay some regard to 
justice! ■■ — — — — ^ 

11. Various Canons for the Just Distribution of 
Tax Burden 


Unfortunately, this acknowledgment of the claims of 
justice does not help us much, for equity in tax matters is 
vet an elusive concept. We have yet not been able to fur- 
nish a unanimous reply to the doubting Pilate’s persistent 
question, “What is justice in taxation? What is meant by 
a just distribution of the tax burden?” The answer to this 
question has varied with times, places and persons. We 
shall examine some of the more important replies to this 
query to see whether we can arrive at some satisfactory, 
answer. 


Cost-of-Service Theory 

^ Of aU the theories evolved to lay down how a just 
distribution of the tax burden^ could be best achieved, 


1 One of the important causes of the French Revolution rras the French 
tax system -with its exemption of, or -with its letting off very lightly of the 
clergy and the nobility. Hence, the nonulnrif/ir 5 t» fTtncrt -f-StvtAA 


, 4V %JU. vciy oi, tJlC 

clCTgy and the nohilrty. Itenw, the popularity in those times of the slogans 
Taxation and “ Proportional Taxation. ” 


— - — 

‘ Universauty of 

2 Green, pp. 301.302. 

3 The -word “ tax ” is, tliroughout this chapter, used in a non-tcclmieal 

sense, and covers all the ways m -irhieh the State finds money for meeting 
its expenses. ^ 
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that appealing the most instantaneously is the cost-of- 
service theory. ‘According to it, the basis of tax pay ments, 
is the services of "the State to the igdmdual. 'Proceeding 
oh the analogy bt mdividuaiHealings, it argues that just 
as to be fair in his transactions the seller ought not to 
charge the buyer anything above the cost price of the ser- 
vice or the commodity he deals in,’ so to achieve justice 
in taxation the State must take from every subject by 
way of taxation the cost of its services to him.! It is 
acknowledged by the supporters of this theory, that since 
the services of the State have to be in most cases universal 
within its borders, it cannot give its subjects the option of 
going without its services, and it has to make compulsory^ 
charges for them. But this, it is contended, is no reasons 
why the principle recognized as fair in dealings among 
individuals should be modified in any other respect in the' 
dealings between the State and its subjects. Nay, the very 
reason that the State has to enforce its payments on all 
should make it more careful to see, that, in levying its 
charges it does not depart from this accepted canon of 
fairness . ' 

Application to Security Services ' 

This theory attracts us at first sight both because of its 
apparent simplicity and its conformity with the practices 
of a commercial age. But its application is fraught with 
the gravest difficulties. Most of the State services, espe- 
cially the security services, are so general, that it is im- 
possible to ascribe specific costs to individuals. Who can 
say what part of~the military or police expenses is incurred 
for the protection of a particular individual? Even with 
regard to other protective functions of the State, that ap- 

1 “In all these cases (gradual development of communities) there is 
one simple principle by which the contribution of each colonist is determined ; 
every one pays in proportion to the expense incurred by government in pro- 
tecting him. Just as he pays the shopkeeper for the goods he buys, the 
lawyer for the advice he o.sks, the ploughman for tlic labour he lihres, so he 
pays the government for the protection he receives and the amount he con- 
tributes is not regulated by the colonist's ability to pay, bnt_ by the cost 
incurred by government on his behalf.” Sargant, quoted in Sciigman, 
Progressive Taxation in Theory and Practice, pp. 1C7-1G8. 
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pear to be undertaken for particular persons only, e.g.. 
bringing to book a criminal offender who has done some 
harm to the person or property of another, this rule does 
not admit of any application."' On closer examination even 
here the common interests are seen to be so interwoven 
with individual benefit, ^ that* the recovery of the expenses 
incurred in the discharge of these functions from the per- 
sons directly benefited is unfair.' These defects perhaps 
could be removed by the evolution of a suitable technique. 
But that would not help the theory much, for its applica- 
tion would flout our cherished concepts of justice. Though 
we have no means at our disposal to form any exact quan- 
titative judgment with regard to the costs of the primary 
'functions of the State incmrred for different individuals, it 
is easy to see that the State has to tmdertake more expenses 
’on behalf of the aged, the weak, the children and the 
’women. The State has to spend proportionately more on 
the property of the poor than of the rich. The protection 
of a property worth a lakh in the hands of one rich person 
costs much less than that of a hundred pieces of property, 
worth a thousand rupees each, owned by a hundred per- 
sons. Properties of equal value require different sums for 
their protection according to their forms, according to 
whether they are movable or immovable, tangible or in- 
tangible. ^ The principle of charging according to cost, 
•when applied to security services, tvill thus lead us to 
regressive and unequal taxation. Under it the meek wiU 
be punished; and those that have will contribute unequally. ^ 


Application to Social Services 


With regard to social services, the idea is even more 
untenable. The cost-of-service theory is based on a con- 
tractual conception of the State. The very inception and 
growth of the social services is only made possible by a 
theory of the State, which is in irreconciliable antagonism 


1 Cf. “ Tile of government to any mrtn is proportioned to tUe 
eomplctcncss oftjic protc-ction it t'rtends to nil men.” Cooley, onoted 
m Aaamft, p. ‘ 

* “ J ’’. oT uon-compounclftblc offcTJccs 

lOUTiu uj ctjjTiinji) Ifrrt'tj of filmost bH the cowtric'?. 
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to this concept. The State performs most of these services, 
precisely because ' many of the persons benefiting from 
them are not in a position to pay their full costs. Private 
hospitals, private schools, and private dispensaries usually 
give ample facilities to those, who can afford to pay for 
their services. > It is only because a large section of .the 
people cannot pay for these, and yet in modern opinion 
from the larger viewpoint they must get these services, 
that the government takes upon itself the duty of providing 
them. Unless it did so at a charge less than the cost price, 
there would be no meaning in its undertaking them. This 
is even more true with regard to U nemployment Rel ief and . 
other direct State help to the poor. These forms of Stated- 
expenditure are out of place and ridiculous in a State try-- 
ing to allocate its tax burden according to the cost-of-serf 
vice theory. ■ But the idea of the State being a family,- 
where it is the duty of the abler or more fortunate mem-’ 
bers to look after their unfit or imfortunate brothers, has 
become so ingrained in our minds, that not the greatest 
conservative among us dare plead for an abolition of, or 
even a great reduction in, these services. We have, there- 
fore, to reject the cost-of-service theory, i 

Beal Sphere of Application 

The rejection of the claim of this theory to govern the 
tax system as a whole should not be taken to mean that 
there are no spheres, in which this rule can be profitably 
applied. In certain cases, as for instance extra taxes in' 
special pressure zone, this principle is rightly observed. ' 
This rule is also widely obeyed in fixing charges for the 
services of the commercial departments run by the State. J 
In justice to the proponents of this theory, it must be re- 
membered that though 'to-day it is pronounced on all hands^ 
as impracticable and undesirable, there was a time when it 
was only the recognition of an existing fact.^ ^ 

1 The mere fact, that the State derives no profit from all conunMe 
department, is no proof of its observation of the eost-of-scrvioc principal 
in thiit realm. . For a fuller discussion, see Chapter VIII. 

2 Bastablc, Public Finance, p. 298. 
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(ii) Benc&t Principle or “Give and Take” Theory 

This theory is only a variant of the “cost-of-service” 
theory. Whereas the latter theory looks at the problems 
of fairness in taxation from the viewpoint of the society, 
the former adopts the individual’s standpoint.! The latter 
is derived from the principles of a commercial society when 
looked at from the supply side or the sellers’ viewpoint, 
the former when the same principles are viewed from the 
demand side or the buyers’ viewpoint. It must be borne in 
mind that this theory does not require that the amoimt of 
\taxation imposed on an individual must equal the value of 
the benefits he receives from the services of the State. The 
worth of State services to an individual is incalculable."' 
Even the loAvliest among us enjoy a considerable consumer’s 
surplus in their relations with the State. What the theory 
really implies is that'^e total tax burden should be so dis- 
tributed among the clt'ize nirthat each of them pa^ that 
proportion“l>f the total State "eiqpinies7'wInclrhis"benefilS’ 
bear toltofaTbengfits: ' ~~ — 

Benefit Theory and Security Services 

In spite of its alluring nature and patronage by the great, 
this theory provides a basis for taxation impossible in prac- 
tice, and entirely in contradiction with modem ideas.' Its 
greatest advocate^ has tried to reduce it to a canon of pro- 
portional taxation, an easy “rule of three.” But such a 
result does not seem to follow logically from the theory'. 
The advantages that a person derives from the police State 
are not confined to the revenues which he enjoys under it. 
They also include the much more valuable protection of 
the person and the invaluable cultural life made posable 
by the existence of the State. Von Hock pointed out that 
while for the protection of property a proportional tax 
might be considered as answering the needs of the benefit 

1 Weston, Principles of Justice in Taxation, p. ICG. 

2 Adam Smith. Though he used the -word “ ability ” in bis edebrated 

rnaxiins of taxation, he really meant benefit. See Seligraan, Progressive 
Taxation in Theory and Practice, pp. 1G4-5. ^ 

3 As usual 'irith Smith, some inconsistent passages pleading for nn>- 
gressive taxation are also found in his book. — Sdigman, p. 165? 
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theoi^r, for the protection of person and for sharing in the 
welfare of the commonwealth, a poll tax looked much more 
reasonable.’ A closer analysis, however, reveals a fatal 
flaw even in this modified position. The real measure of 
the extent of benefits accruing to an individual because of 
the State lies in the probable happenings to him in its 
absence. Visualizing the results of the lack of an effective 
government machinery is today largely a matter of con- 
jecture and speculation, and therefore leaves room for 
widely differing opinions. A glance at past history, how- 
ever, will convince one that in the event of the dis- 
appearance of a vigorous State it is the poor, who will 
suffer the most. If for any reason the State ceases to exist ' 
or to function effectively, the rich can afford to hire watch-.'' 
men and employ detectives for the protection of their per- 
sons and property. Nay, if they feel so inclined, they can 
even harm others’ persons and snatch away their property ' 
with the help of hired goondas. The poor will have to rely 
on their own unaided strength, and will therefore be 
beaten in the game. A few xmscrupulous adventurers, 
among them may profit by the disorder of the times, and 
taste of the forbidden riches.' But for the overwhelming 
majority, it only means an intensification of their miseries. 

» Thus, a regressive tax for protection of property, and a tax 
varying inversely with health, youth and vigour for per- 
sonal protection — ^this would be the tax system organised on 
the benefit plan.f 

Benefit Theory and Social Services 

To the social services provided by the modem State, 
the benefit theory cannot be applied at all. The advantages 
of free cultural facilities like education, museums, libraries, 
exhibitions, recreation grounds, etc. accrue only to those, 
who are capable of benefiting by them. The extent of the, 
ad\>antages varies \videly even among those few, and is 
again a question of individual capacity, industry and luck. 
Many of these benefits are purely ps>’chologicai, and are 


1 Set* WMton, p. ' 127. 
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not' reflected in any increase of earning power. The task 
of applying the benefit theory in this sphere has, therefore,, 
to be given up as hopeless. 

To do full justice to the theory, it must be admitted that, 
there are certain social services whose 'benefit to particular, 
individuals can be easily ascertained, e.g., with regard to 
the Old Age Pensions or Unemployment Allowance, there 
can be no difficulty in measuring its advantages to any in- 
dividual. But to think of the application of the theory here 
would appear funny. These services had better been not 
. performed than performed by taxes gathered on benefit- 
’ principle.'’ 

Proper Sphere of the Benefit Theory 

\ The benefit theory, though inadmissible into the entire 
. Reid of taxation, finds its just application in case of some 
'.taxes. "Where the actions of the State benefit a particular 
section of the people, and the section so enriched is not 
regarded as a fit object for government subsidy, the State 
is justified in charging the individual benefited the full- 
value of his benefits. For instance, as a result of -the war 
declared by the State, many individuals, firms and com- 
panies make fabulous profits. The declaration of the war 
is not, or at any rate ought not to be, insphed by the desire 
to enrich these sections. ' The State may,- therefore, take 
, away the whole of these war profits, ! Though administra- 
tive reasons make this ideal very difficult of attainment, 
many States have come very near this ideal. The unearn- 
ed increment land taxes and the U.S.A. Special Assessments 
are based on this principle. The Motor Vehicle Taxation 
in United Kingdom obeyed this rule for some -years.® 
'However, the sphere, par excellence, of the benefit theory 
is local taxation. Many causes contribute to this. ^Defence 

1 As Simons sums up, “tVhere expenditure is made for purposes -of 
- general -welfare (national defence, internal security), the benefit principle 
' leads nowhere at all ; and, where the' Government undertakes deliberatay 

to subsidize certain classes (the economically unfit) or certain kinds of con- 
sumption (education, recreation), taxation accorcUng to benefit is sheer con- 
> tradiction.” — •T'ersonal Income Taxation, p, 4 . 

2 Silverman — Taxation, Its Incidence and Ejects, pp. 11-12. - 
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against external aggression and maintenance of internal 
law and order are outside the ijurview of local bodies/ Most 
of the services local bodies render are economic in charac- 
ter, and can be exactly measured. Their' voluntary ser- 
vices like water supply and electricity can, and must be 
rendered, on the benefit principle;* even their compulsory 
services like street lighting, fire-fighting, etc., are rightly 
charged in accordance with it, for they increase the earn- 
ing power of the property owners. The small size of the 
area concerned makes for a greater sense of responsibility 
among the local electorate, and for an easy linking up of 
the taxes with services rendered. But even here, the appli- 
•cation has never been whole-hearted, and modem develop- 
ments are restricting its scope. Local bodies devote an in- 
creasing part of their total expenditure 'to social services, 
and as we have seen earlier, benefit canon is not suited to 
these. The main benefit of some of the services rendered by 
local bodies goes to the coimtry or the province as a whole, 
and recognizing this the central or the provincial govern- 
ments liberally subsidize these services.) But State taxation, 
as we have seen, cannot proceed on the benefit principle. 
Moreover, as the size of the local unit is increasing and its 
functions multiplying, the connection between the burden 
of the tax and the benefit of the service rendered from its 
proceeds becomes less obvious. 

1 The scope of application of the benefit theory has 
become narrowed down in modern times/ But its important 
role in history must always be gratefully remembered., 
Crude and unrefined as it may sound us to-day, it represent-' 
ed a great advance on the practice prevailing at the time of 
its inception of exempting the clergy and the nobility from 
taxation. 

(iii) Ability Theory of Taxation ^ 

‘ The theory, that commands the greatest measure of 
agreement today, is the ability theory, laying down tliat 
each person shall contribute to the State coffers in propor- 
tion to his ability. /Though a part of its great appeal is due 
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to the pleasant vagueness of the word “Ability” and the 
consequent possibility of attaching many meanings to it, 
much of it stands on more solid ground. ' Ability is the 
“ideal ethical basis of taxation.” ■* The ability theory ex- 
presses so fully and obviously what Cohn calls “the broad 
principles of moral solidarity ,”2 and fits in so well with the 
modem conception of the State, that it commands sponta- 
neous and almost universal allegiance. * 

(a) Production Side or Ability Proper 

The principle of ability may be viewed from two sides, 
the production and the consumption sides. > The production 
viewpoint is based on President Walker’s definition of 
faculty as “the native or acquired power of production.”^ 
While the native power varies with individuals the acquir- 
ed power increases with an increase in the amoimt of pro- 
perty or income.I Money, as the proverb says, makes 
money. Riches, to a great extent, obey the law of increasing 
returns. It is just that the State should take into account 
the greater opportunity to make more money that riches 
confer on an individual The correct tax system will, 
therefore, mean a progressive tax on property or income, j 

While recognizing the truth of the two fundamental 
assumptions contained in it, wz., that the first few coins 
are the hardest to acquire and after their acquisition the 
task of earning more becomes easy, and that every member 
of the society is duty-bound to make utmost efforts for his 
complete development, the theory has to he given up 
because of its entire impracticability. ’As a guide to a tax 
^'^m, the theory cannot be accepted, for~ it lays dovm no 

1 Weston, p. 172. • 

2 “ The more fimdamenta'l plmscs of the public activilv in some degree 
condition the very existence of the indisidual in society, so that it appears 
right and just that these fundamental conditions of huimm social life should 
be intimately bound up -wrUi the total jicTsonal and economic strength or 
each individual. The appeal to the principle of the pecuni.ary ability of the 
individual in nuittcr? of national concern touches our sense of equity so direct- 
ly and irrcsistihly because it is a principle of nider scope than that of the 
economic field alone, and is but a special application of the broad principle- 
ot moral solidaritv.’' — Cohn, quoted in Wcstoil, pp. 172-d. 

3 Walker, “The Bases of Taxation,” Bolitical Science Qunrtcrlv, 

p. 34-. 
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quantitative measure. It hints at the necessity of some pro- 
gressioK~urtKe~Ti5r^stem , but as to the degree of prog i^- 
sion we ought to achieve, it fu rnishes no clu e. 1 The element 
oTpotentiil faculty being immeasurable, this must neces- 
sarily be so, 

(b) Consumption Side or Sacrifice Theory 

The impracticability of measuring ability in this 
sense compels us to view it from the other side — ^the side of 
consumption. ! Ability, in its fullest sense, includes not only 
the power of production, but also the capacity of enjoying 
its consequences. This second aspect, forgotten by earlier 
writers, has been developed by later ones. The ability 
theory as viewed from this aspect is called the sacrifice 
theory of taxation. It must be admitted at the outset with 
Weston'' that the word “sacrifice” connotes something nega- 
tive, something wrested under compulsion. It, therefore, 
lU fits in with the modem positive concept of the State. 
Yet, to deny this theory is to turn a deaf ear to the entire 
march of progress made in the theory of public finance, 
and to refuse the help of the only rudder that years of 
painstaking research have given to us. ’ 

Marginal Utility of Money 

The essence of the “sacrifice” theory in its manifold 
variations is that all taxation, since it means deprivation 
of money, involves some sacrifice. ! The problem of 
justice in taxation is the problem of how best to 
distribute this sacrifice. As to the exact way in whidi 
this end should be achieved, no agreement has been arrived 
at among its adherents, and many variants of the theory 
have sprung up. But all these views have to assume some 
relation between wealth and welfare based on an analysis 
of wants. ^ It is now almost imiversally accepted, that the 
Jaw of diminishing utility, i.e. the law that the more the 
person has of a commodity, the less valuable he regards 
future increments of it, holds good also in the case of 


1 Weston, pp. 207-8. 
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money.; The utility of money is only a derived one,' and 
since the intensity of wants diminishes as we pass from 
necessaries to comforts and from comforts to luxuries, the 
marginal utility of an additional unit of money diminishes 
with every addition in riches.,' But the universal command 
over goods and services, that the possession of money gives, 
makes the fall in the utility of money very gradual, and its 
social worth prevents it from falling to zero. Popular par- 
lance in considering the widow’s mite as valuable as the 
rich man’s gold reveals a fine grasp of this principle. It is 
not possible, however, to lay do%vn exactly the quantitative 
diminution in the marginal utility of money at each stage.’ 
All, that is possible, is a rough statement regarding the 
fall in marginal utility at broad stages of income. Until 
the fxmdamental necessaries of food, clothing and shelter 
are satisfied, the marginal utility of money is immeasurable. 
One is apt to part even with his birthright for a mess of 
pottage. This statement holds only with slightly less force 
with regard to conventional necessaries. As we pass from 
the satisfaction of necessaries to that of comforts, the uti- 
lity of money goes on decreasing. It falls more rapidly, 
when a greater proportion of money is devoted to buying 
of luxuries. As we go higher up the income-scale, the fall 
in utility continues, but the curve becomes less steep as 
the difierence between the intensities of extra wants satis- 
fied at two successive stages of income goes on lessening. 
Thus, after a certain level is reached, the rate of decrease in 
marginal utility of money goes on decreasing,^ until at a 
certain stage it becomes negligible, almost nil. 

Equal Sacrifice Theory 

Having examined the marginal utility of money, we 
are now in a position to evaluate the different sacrifice 

1 Attempts have been made in this direction, c.g., the larrs of BemouilU 

stating that utility diminishes in inverse ratio to means Educworth Parv-rc 

relating to Political Economy, Part II, p. lOS. ’ 

2 Cf. “ The utility of the last pound diminishes rather rapidly in the 

early increments of income after the essential needs of life have been satisfied- 
then the rate at diminution tends to be slower, as the distinction between 
bare sulficiencj- and elementary comfort gives -way to tbe slighter distinctions 
between lesser and greater comfort, and between comfort and luxurv.” ^Re- 

port of the Committee on National Debt and Tajcation, para 332. 
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theories of taxation. I The more widely accepted sacrifice 
theories have been those of “equal sacrifice” and of “mini- 
mum sacrifice.” According to the first, the money burden 
of taxation should be so distributed that the real burden on 
taxpayers is equal. This theory would require, that from 
those who have more, more shall be taken, j The actual rate 
of increase in taxation will depend on the assumed rate of 
diminution in the marginal utility of money. * If we assume 
that the curve indicating the marginal utility of money 
is a rectangular hyperbola, the system of proportional tax- 
ation, will satisfy the criterion of equal sacrifice. If the 
curve is supposed to be flatter, the system of taxation 
necessitated would be regressive. If the curve is thought 
to be steeper, progressive taxation would be essential. \ The 
last assumption regarding the curve is in best accordance 
with facts. Since the sacrifice imposed by deprivation of 
necessaries is immeasurable, the subsistence minimum 
should be left untaxed. For the first few increments of 
income after the exemption level the rate of increase of the , 
tax will increase rapidly, but will slow down soon, and 
finally become nil at that point where the difference in 
marginal utility at two successive points becomes imper- 
ceptible. In this connection it must be borne in mind that 
' many of the wants satisfied by higher incomes are relative. 1 ‘ 
The rich man often feels the loss of certain commodities, 
only because many other rich persons use them, and their 
use has come to be the badge of their tribe. If deprived 
alone of these, he would suffer greatly and perhaps gloat 
over his personal misfortimes and social injustice. But if 
his entire class were to be denied their use, his suffering 
will be greatly reduced, or even be entirely absent. Thus, 
the fact, that the modem tax system will affect persons of 
same incomes equally, justifies a much greater degree of 
progression in the higher income stages t than would be 
warranted by the curve of the marginal utility of money 
to an individual, drawn on the assumption that his social 
compeers remain unaffected. 


1 See Pigou, Tlie Economic!) of Welfare, (1^ Edition), pp. 48-4Di 
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Mxnimula Sacrifice Theory 

More logical and in greater harmony with the modern 
theory of the State is the doctrine of minimum sacrifice, 
which requires thatl the tax system should be so devised 
as to reduce the discomfort, the misery and the sacrifice 
imposed by taxation to a minimum. ' The purpose of the 
State is to ihaximizc the aggregate welfare of the people. 
Since tax measures cannot further well-being in any way, 
the best they can do is to cause the least inconvenience.'' 
This requires that the marginal sacrifices borne bj' all 
taxpayers should be equal.' Assuming that the relation 
between wealth and welfare is uniform for all taxpayers, 
this would demand that the higher grades of income should 
be so lopped off as to reduce them to the lower ones, be- 
fore the latter are touched. l.ogically, the system ought 
to proceed further. If there is not enough taxation “to go 
rovmd” and reduce the people to the dead level of comr 
plete equality, the right policy for the government to follow 
would be a combined course of taxing the rich and sub- 
sidising the poor to the extent essential to achieve this goal.® 
If, however, we do not want to go to this extent for some 
reason or another, the policy of not touching any lower 
grade of income, unless all the higher grades have been 
brought dowTi to it, must be strictly adhered to. 

Variations in Individual Needs 

It must be remembered that the principle of equi- 
marginal sacrifice only leads to this conclusion, if we 
assume that the tastes and needs of aU persons are alike. 
But this assumption is not true. , There are persons con- 
tent with a very’- simple life, for whom any income above 
the subsistence level is utterly useless. On the other hand 
there are many to whom cultural requisites are as essential 
as the barest physical needs of existence. 'Perhaps, a large 
part of this difference is only due to the difference in up- 
bringing and surroimding, and is apt to change with 


1 Mgeworth, Vol. II, p. 103. The terminology hero is Benthamite. 
Pigou— A Study of Public Finance, p. 76. 
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■changes in environment.'' < But a part of the difference is 
also inborn. Unfortunately the State cannot take these in- 
dividual variations into account except in a few cases, 
where some external index is available. In these few 
cases, the modern tax systems do pay heed to the different 
needs of the different taxpayers. The most important in-, 
stances of this are the marriage and family allowances 
given in almost all civilised countries. A person wilii a 
family has greater needs than a bachelor. - These needs i 
vary not only according to the size of the family,’ but also 
according to its age composition.^ ^ The latter is too de- 
tailed a consideration to be taken into account; but the tax 
systems of most of the civilized countries have income tax 
allowances for the wfe, children and dependants of the 
family head. There is also another important variation in 
needs which it has been found possible to allow for. If 
future wants are taken into account, a person with an 
earned income will feel the loss of Re. 1 more than another 
man with an equal amount of unearned income. The earn- 
ing capacity of the former may be adversely affected any,^ 
lime. ^Accident, sickness or old age may render him unfit 
for ' work; changes in taste, technological changes, the 
failure of his firm and, above all, the periodic crisis may 
deprive him of his employment without any fault of his 
own. ^ Death may lay its icy hand on him any moment, 
leaving his family helpless. He must put aside a part of 
his present income for such contin gencies. I A man with an 
unearned income is under no such compulsion. His future 
income is fairly secure; for his family there is already a 
fairly good provision. He and his family have, if need be, 
capital to fall back upon, f In order, therefore, to secure 
equi-marginal sacrifice, ‘unearned income’ is taxed at a 
higher rate than ‘earned income,’ < 

1 See Chapman, The Utility of Income and Progressive Taxation, 
The Economic Journal, 1013, pp. 28-29. 

2 Cf. “ It is manifestly absurd to assume that a family ■with 4 daughters 
in high school or college can live as -well on the same income as can a family 
with 4 children under 10 years of age.” — ^King, Journal of Political Economy, 
Vol. XXIX, p. 583. 
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ITT Modifications in tlve IVIinimum Sacrifice Theory 
Production Considerations 

Effects on Labour; Unfortunately, to the very, satis- 
factory theory (from distributional point of view) of 
equality by taxation, and even to the modified proposal, 
of not affecting lower incomes until the higher incomes have 
been pruned to their size, there are serious objections. The 
laws of distribution are not, as Mill imagined, something, 
apart from the laws of production.^ The tax sj^stem affect- 
ing distribution is boimd to have repurcussions on pro- 
duction, and a change in distribution so revolutionary as 
would be implied by the application of this proposal to- 
modern tax systems is likely to produce some startling; 
effects on production.'^ Even on the amount and willingness, 
of physical and intellectual labour, where the effects of a 
heavy taxation are acknowledged to be the least, this policy 
may have disastrous effects, i The hope of financial gain is. 
even now the most powerful incentive to regular and per- 
sistent efforts to put forth one’s best.’ For the maximization 
of national dividend, it is absolutely essential that every 
additional dose of effort must have some remuneration. To 
deny this reward is to sap the most important root of wealth., 
■ The tax system must, therefore, leave the higher incomes 
higher.? It is hard to say anything exact about the degree of 
inequality that must be permitted to secure the best result. 
The influence of the monetary and non-monetary motives on 
men’s willingness to work are yet an unsolved problem in 
social psychology. -But much of the inequality that is 
thought necessary at present can certainly be dispensed 
with.^In all higher types of work the desire of public or 
group distinction, the healthy feeling to outshine fellow- 
beings, the aesthetic desire of excellence for its own sake 
and the philanthropic motive of social service play a very 
important role, and these are capable of being further 
strengthened by a change in environment.' The fact that 
all similar incomes will be hit equally introduces an en- 
tirely new factor in the situation depriving all present ob- 


1 See Hobson, The Social Problem , pp. 107-110. 
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servations of much of tlieir value. The salary, which a 
business firm must pay to an expert to retain his services, 
is much higher than tlie reward that society would have to 
offer to him in order to prevent him from turning into a 
grave-digger. The gain, which an industry must promise 
to a manager in order to attract him, is greater than the 
reward that society would have to pay to induce him to 
utilize his abilities rather than let them lie hidden and un- 
used. iThe State would, therefore, be certainly able to go 
forth much further in the tax policy demanded by mini- 
mum sacrifice theory without affecting adversely the will- 
ingness to work than would seem possible at first sight. \ 

The ability to work will, on the whole, be affected 
favourably by the envisaged tax system; but even 
here some modifications will be essential, i A surgeon 
must spend much more than a barber to keep himself fit 
for his profession. If the tax system leaves him with no 
more money than the barber, his capacity for work will be 
reduced. It is, therefore, essential that if “necessaries of 
efficiency” differ for two persons, the State must impose 
taxes in such a way, that the necessaries of one are not 
touched before the superfluities of the other are taken 
away, t 

Effects on Capital; The effects of the proposed tax sys- 
tem on the supply of capital are more certain and more 
alarming. The desire and willin^ess to save and the fac- 
tor of risk-taking may or may not be seriously affected; but 
the ability to save wll severely decrease."* I Most of the 
savings in our present society are automatic, made by the 
rich because of the excess of their incomes over their cus- 
tomary standard of life. If their earnings are reduced, it 
is their savings, not their expenditure, that will have to 
bear the brunt of reduction. 5 The people benefited under 
the tax system are more likely to spend the excess of their 

1 Cf. ■ ’‘The social utility, in fact, only begins •when tlie income is 
sufTicient to leave a margin over necessary expenditure ; in other ivords the 
special utility to the community only begins, •when the greatest utility to 
the individual has ceased. ” Report of Uic Committee on National Debt 
and Taxation, para 333. 
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income rather than save it.' Thus, any tax system leading 
to less inequality will affect the supply of capital adversely.’ 
There are, however, some modifying considerations. The 
amount of capital saved by companies forms a significant 
proportion of the total savings of the community. These 
company savings are the result of entirely different consi- 
derations, and are less liable to decrease with decreases in 
inequality.'' In addition, the actual directions of State ex- 
penditure will have a considerable bearing on the effects 
of the proposed tax system over the supply of capital® 
Where a considerable portion of revenue is devoted to the 
payment of interest on National Debt, since a large amount, 
of the government loans are likely to be held by the rich, 
the “least sacrifice” principle can be carried much further. 
■Where the State provides a good part of business capital,® 
the principle can be enforced more rigidly than elsewhere. 
Moreover, I the reduction in material capital may be com- 
pensated for by the betterment of human capital due to 
better provision of social services. • In spite of these qua- 
lifications it is clear that if adverse effects on capital sup- 
ply are to be avoided, our proposed tax system wUl have 
to be greatly modified. 'Perhaps, we may furd more social 
welfare in less wealth more equally distributed, but that is 
a choice to be very cautiously and deliberately made.'* At 
any rate, we must be conscious of the danger, ithat_by in- 
sisting too much on the principle of minimum sacrifice, we 
may so contract national dividend that the poor become 
poorer. ^ The possibility of that grim choice between “un- 
equal distribution of wealth” and “equal distribution of 
poverty’”*^ must be fully contemplated. * “Progress and jus- 
tice are costly luxuries — costly, above all, in terms of each 
other.”® '5 But care must be taken to reconcile them,® for in 

1 Ibid., paras 392-402. 

■2 Ibid., para 444. 

For a discussion of certain advantages of slate extension of enter- 
prise see Wedgwood, The Economics of Iidreritance. -du. 20-22. 

4 I&id , p. 4. ’ ^ ^ 

."1 Simons, p. 21. 

0 As Pigou says, it is quite possible to slww these production considera- 
tions as only a logical extension of “ cqui-marginal sacrifice” theory— A 
Study in Pabiic Finance, p. 7G. ^ 
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the long run both find their justification in social -welfare. 
Regulation Considerations 

The principle of mininaum sacrifice ■ is, it must '.be 
remembered, a corollary from the principle of the realiza- 
tion of the greatest good. Where the two seem to be in 
conflict, the second must prevail. 1/ Prohibitive rates on 
intoxicants, a tariff policy with a view to future rapid in- 
dustrial development, and other such nieasures avowedly 
meant to regulate can be justified, even when they violate 
the “least sacrifice” principle./ 

Administrative Considerations 

’ Administrative practicability is the first sine qua non 
of all tax measures and systems.^ < An excellent and ideally 
just tax system, if incapable of enforcement, may lead not 
only to public irritation and ill-feeling, but even defeat 
its own aim. I Measures looking less just but capable of being 
properly administered will prove juster in the end. Very 
often, we have to rule out a tax measure only on the ground 
of its unworkability, and rightly so. But a word of cau- 
tion is essential. The administrator’s task is not only to 
point out the impracticability of otherwise just tax mea- 
sures, but also to improve his technique as to make prac- 
ticable all the complexities in tax measures which our 
growing insight into justice necessitates. ^ His work is not 
only to exercise a veto on tax measures, but also to so 
develop his art that the use of the veto becomes more and 
more sparing. i The great progress, that can be achieved 
through a determination to work out upto the standards of 
equity, is manifest in the history of the income-tax. 


1 Cr.'Ttmust, indeed, bendiiutted that no test -which is centred in sacri- 

licc, in the sense of loss of satisfaction, goes quite to the root of things. For, 
of equal satisfactions, one may embody more good tlum another ; as bctw-ccn 
n greater and a less sneriftee of satisfaction, the greater may carry the smaller 
ainount of evil. UiTien this happens, it is, of course, the aggregate of good 
and evil, not the aggregate of satisfaction and dissatisfaction, to -which a 
wise gOTCmmcnt will look.” — /bid., p. 57. . . 

2 “ On all sides -im arc rcalir.ing the fact that the question of ctllcicncy 
is scarcely, if at all, subordinate to the question of justice.” Scligni.an, 
lissays in Taxation, p. 332. 
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IV. Conclusions 


' We have thus seen that the principle of contemporary 
equi-marginal sacrifice will have to be considerably modi- 
fied in practice. ' The quantitative limitations that we 
should place on our maxim in light of these modifications 
cannot be even roughly worked out, so that M’CuUoch was 
not wrong, when he asserted that when once the propor- 
tionate principle was abandoned we were at sea without 
rudder and compass. Even a very painstaking enquiry 
like the Colwyn Committee’s can give only some indica- 
tions of the extent in progression to which the State can go. 
’ A method of trial and error, a boldness in experimentation, 
combined with the scientific spirit of watching carefully 
and improving readily, and a feel for the ways of the world 
— ^these alone can enable us to evolve the right tax system. 
But three distinct rules can be laid down here, ' 


(i) Exemption of the Subsistence Minimimi 


We have seen that on the groimds of equi-marginal 
contemporary sacrifice, no lower incomes ought to be taxed, 
until all higher incomes have been reduced to them. ' The 
considerations of production lead to important modifica- 
tions in this theory. But, in the case of the minimum of 
subsistence, ■> the considerations of justice and distribution 
are only reinforced by those of production. ■ Not only does 
the deprivation of something, from the person who has just 
sufficient to keep body and soul together, mean immeasur- 
able pain to him which no ecstasies of others can compen- 
sate, but it also means a great undermining of the human 
constitution with greatly adveree effects on the immediate 
and the remote future.^ < 

The same cannot be said so confidently of persons able 
to purchase the conventional necessaries, but not comforts, 
A tax on them may compel the earners affected to reduce 


1 In cases, Tvhere the state itself supplies free or at concessional rates 
some necessaries, the subsistence cost for individuals nil! he correspondingly 


2 It must he remembered that 
often move in a vicious circle. 


net earning, standard ofiife, and efficiency 
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or eliminate their expenditure on the conventional neces- 
saries so that the State will get its proceeds without dis- 
turbing the taxpayers’ efficiency. * On the other hand, the 
consumption of these conventional necessaries may be 
maintained intact, and the tax may be met by reducing the 
expenditure on necessaries. In this case, the tax will prove 
as harmful as the one on the absolute minimum. <'Only a 
detailed consideration of the immediate circumstances with 
regard to each specific proposal can furnish an answer, as 
lo which result will ensue. 

The principle of the exemption of the subsistence mini- 
mum has so much force behind it that it has been often 
preached even by those believing in taxation according to 
benefit.’ The only objection to this exemption, that has 
appealed at all to the modern mind, is one urged on politi- 
cal considerations. > It has been argued that civic conscious- 
ness can only be roused, and the necessity of spending 
wisely can only be impressed on persons through the ex- 
action of taxes from them. To this strange logic based 
on the premises that mankind can learn through suffering, 
only, a detailed reply is unessential. It is only necessary 
to point out, that the need to pay taxes seems to be a very 
poor arouser of social wisdom as our greatest taxpayers are 
often men least interested in the State, and that the demos, 
when aroused, is as likely to curtail expenditure foolishly 
as wisely. 

^ It is unfortunate that while lip recognition has been 
given to this principle, it has not been observed anywhere 
m practice. While in direct taxes it is a practice to exempt 
incomes or capital below a certain minimum, commodity, 
taxation is rarely so devised as to exempt them, i 

(ii) Taxation of Windfalls 

Another rule that will stand all criticism is the taxing 
of windfalls at cent per cent. Even when they accrue to 
the poorer classes,^ since they are unexpected and unde- 

1 Seligman — ^Progressive Taxation in Theory and Practice, pp. 183-193. 

2 Pigou seems to lose sight of this in his remarks in para 2, p. ITf, A 
Study of Public Finance. 
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ser\'cd, thoir deprivation means little pain and no injustice. 
In the modern society, most of the windfalls only make the 
rich richer. Since they are not the reward of any economic 
service, no production considerations deter us from carry- 
ing out our theory to the fullest limit of practicability- 
Very similar is the ease of. rents and other quasi-vents <sur- 
plus costs), which may have been foreseen, but which, 
since they cannot affect any future supply, may be taxed 
without any fear of adverse cflects on production. 

(iii) Steeply Progressive Rates 

Wliile we have ruled out the “acme of socialism" in 
spite of its fulfilling the condition of minimum sacrifice 
on the ground of its effects, we must have as steep a progres- 
sive tax system as the consideration for maximization of 
welfare (not only wealth) would permit. In framing our tax 
si'stem too much caution should not be exorcised, for after 
all, the effects of the State taxation on distribution are cer- 
tain, a matter of arithmetic, those on production problem- 
atic, a question of social psychology.'' If an error need be 
made, the safer is in the former direction. Hitherto, the 
tendency has been in the opposite direction, and this ought 
to be corrected. , Human psychology is so complex, the 
motives to work so hidden and complicated, and the possi- 
bility of its modification in a different environment so 
great, that a steeply graduated tax system must be tried." 
The possibility of necessity proving the mother of invention 
and the State stepping forth to fulfil the role of private 
savings ought to make us bolder. < 


1 Simons, p. 18. 

2 During the war, this has heen largely done. 



CHAPTER II 


INCIDENCE OF TAXATION 
I. Some Preliminary Notions 

We have devoted the whole of the previous chapter to 
a discussion of the ideal distribution of the tax burden, and 
have mentioned the various considerations that should be 
taken into account in deciding this. But no determination 
of this, however correct, is of any practical use, 
until we forge an implement wherewith we can. 
measure the burden of a tax system, existing or pro- 
posed, and decide how far it conforms to the ideal. 
This is by no means an easy task. > It has long been 
recognized that taxes are not always borne by those, on 
whom they are levied. The distinction between direct and 
indirect taxes is as old as MilD, who made it turn round the 
legislator’s intention.' But that no longer satisfies us. ‘We 
refuse to accept the intention of the legislators as the cri- 
terion of the nature of a tax, for we know their astounding 
ignorance of economics.^ ' Even if our rulers could be so 
perfect as to exactly fit their means to their ends, that 
would be of little use by itself, for we no longer believe 
in maintaining a fixed ratio between the direct and indirect 
taxes.® \ We know that there are direct taxes and direct 
taxes, and indirect taxes and indirect taxes. We do not 
regard indirect taxes as always deserving condemnation, or 
direct taxes as always deserving commendation. iPoll 

1 “ A direct tax is one, -Mvliicli is demanded from the very persons ^^ho 
I it is intended or desired should pay it. Indirect taxes are those •a'hioh arc 
I demanded from one person in the expectation and intention that he sluill 

indemnify himself at the expense of another. ” — ^Mill, Principles of Political 
Economy-, p. 823. 

2 Cf. Dalton, Public Finance, pp. 84-35. 

3 The most ivell-knomi inshmee of this is Gladstone’s budget speccli * 
j of 1801, wherein he compared the direct and indirect taxes “ to two attractive t 
' sisters, who have been introduced into the gay world of Ixmdon, each with S 
^an ample fortune, both having the same parentage'" to both of whom he, 

/ ns the ChnncelloT of the Exchequer, felt an act of duty to pay his addresses — i 
» Quoted in Shirras, Tlie Science of Public Finance, -pp. 297-98. 
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taxes are direct taxes, and much of the commodity taxation 
after the 1914-18 war has been levied on articles of comfort 
and on luxuries. We have, therefore, to wade our way 
through a complicated analytical apparatus i before being 
in a position to pronounce any opinion on a tax system. 


Illegal Evasion 

Any person, on whom a tax is imposed, usually makesi 
vigorous efforts to escape it.^ The tax burden, even when 
small, is felt to be so opprobrious that all hximan ingenuity 
has been employed to go scot-free. And many ways have 
lain open to the intelligent and the daring. The most time- 
honoured method has been to act in defiance of tax laws, 
taking adequate precautions not to get caught. Smuggling 
and illicit traffic have long been known in history. Tax- 
dodging is even now not uncommon. But this method in- 
volves grave risk. If caught, the individual is likely to 
suffer public disgrace, heavy penalties, and often imprison- 
ment. The odds against him are becoming heavier with an 
increase in the efficiency of government. ’ Moreover, the 
habit of obedience is greatly growing among the governed. 
This method, therefore, is decreasingly resorted to. Even 
now, however, if the tax is heavy, and defiance of the law 
not very risky, widespread resort to this method cannot be 
ruled out. 


Legal But Illegitimate Evasion 

The more prevalent method of evasion is to satisfy 
fully the letter of the law, while defying the spirit of it. 
The history of income tax law is full of such instances.^ The 
devices of one-man partnerships, of formation of private 


1 Cf. “ Tlic equitable dLstribution of taxation involves the insoluble pro- 

blem of incidence.” — Keport of Sir Edvrard Hamilton and Sir G. Jilurray in 
Royal Commission on Ijocai Taxation (1901), p. 100. ^ 

2 Cf. *‘InUiepaymentortaxcsnomanisapntTiot;evcrv pereon endea- 
vours to evade them, or to oblice otbersto reimburse him for 'srliatbcpays.” 
— Adam Dickson quoted in Seligman’s Slnlting and Incidence of Taxation, 
p. ir.o. 


a Tlic hUtory of death duties or of Uic exeexs profit-s tax cquailv .abounds 
rcb instances. Vide Wcdfpvood, pp. 230-at3, and H.'iig, Tlic' Taxation 


in such 

of Excess I’rofils in Great Rritnin, 


pp. 147-14.9. 
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■companies'' which do not distribute dividends and store up 
reserves beyond reasonable needs of business, the apparent 
transfers of property to wife and children, the creation of 
bogus firms — all these and a multiplicity of other devices 
depending on the exact wording of the law have been em- 
ployed to escape tax payment. Governments have not been 
found wanting in the desire to tighten up such loopholes, 
and have at times even endowed the officers with wid(^ 
powers of discretion, c.g., in many countries income-tax 
officers have been given the power to decide whether the 
amount taken to the reserves of a Company is excessive, and 
thus jyrivia fade with a view to evade the shareholders' 
super-tax. But so complicated are the provisions of a 
modern tax law, and so many are the tax experts whose 
justification is in showing their clientele how to pay the 
least amount of taxes compatible with safety from the, 
clutches of law.'fthat every statute however well-thought- 
out has been found to contain at least some clauses through 
which a partial escape can be made.® This battle of wits 
is much influenced by the spirit of the nation and of the 
times. Where it is felt that the tax is unjust and people do 
not look down upon the tax-evader, ^ the battle is likely to 
be fought to the bitter end. Where the justice of the tax is 
realized, and where any evasion is looked upon as theft, this 
practice will be resorted to less frequently. This is one of 
the reasons why a rate of tax, which would, in normal, 


1 “ 'Why, — in the -words ot n Chnnccllor of the Exclicqucr — everybody, 
■from n peer do%\'nwards, converts liimsclf into n private company. ^ir !>'. 
Palmer quoted in Wedgwood, p. 231. 

2 This is not to say that every case of illegitimate evasion is inspired 
by fraud. “ lie (tlic evading tax-payer) may not always be guilty of fraud; 
he may be culpably careless : he may decide every doubtful point in his own 
favour by deliberately refraining from inquiry ; be may cultivate a prolltable 
ignorance or a negligence that is not free from guile. His conduct may, in 
slvort, occupy any position in the scale, from something less than complete 
lionesty down to absolute fraud. The one common feature in all such cases 
is that the Revenue suffers, which is only another way of saying that the 
evader contrives to mahe his fclloty-citiwins pay something that ought to 
have come out of his own poeket. ” — Report of the Royal Commission on 
The Income Tax (1920), para C25. 

8 For the attitude of people of some of the lending nations of the world 
to tax evaders, see Green, pp. 140-147. 
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times, turn the whole nation into a nation of liars, is found 
possible of smooth administration in war-times. 

Legitimate Evasion 

Besides these two illegitimate methods of evasion, 
there is also a legitimate one. When a tax is levied on a 
commodity, some of the individuals affected may reconsider 
their position, and decide to consume less of it, or even go 
without it. A tax on a cheque will make some people resort 
more to cash transactions; a tax on receipts will make some 
people willing to rely only on the honour of the other bar- 
gaining party, and take the risks of law rather than get a 
valid stamped receipt. The legislatures often impose a tax 
on a commodity or a transaction precisely to discourage its 
use. High taxes have often been levied on liquor to mini-, 
mize the evil of drink; imported products are frequently 
heavily taxed with a view to encourage indigenous indus- 
tries. In such cases, the evasion is called intentional eva- 
sion; in other cases, the evasion is imintentional. ' 

Shifting of tlie Tax 

But legitimate evasion, whether intentional or not, 
involves a painful change in the consumption habits of long 
standing. \ The more usual method, therefore, of escaping 
taxation is that of passing the tax on to others. This 
method, unlike the others, yields revenue so that the State 
is not much worried about the problem'' and the battle 
can be fought out without any fear of the State’s weight 
being thrown against any party. The imposition of each tax 
is a prelude to a struggle between the consumer, the pro- 
ducer, and the intermediaries, each strmng to throw the 
burden on another. Take, for instance, the case of a retail 
sales tax of 5 per cent being imposed on cloth. The cloth- 
merchant, not liking to be made the beast of the burden, 
may decide to raise the prices of all varieties of cloth by 
5 per cent. If he succeeds in so doing, the consumer pa\^ 

1 Tt imj- Inppen Uxal reason-i mwe xwerfut than tax prtjductivilv 
may iruikt- n povfmment anxiou-! to wc Unit ft pnrtinilar tax !■! or is not xhiftod . 
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the tax, and he is said to have shifte’d the tax on to the 
consumer. Perhaps, however, he may think that the reduc- 
tion in cloth-sales or the loss of goodwill of his customers 
consequent on a rise in prices will be such, that the higher 
price will not be worthwhile; or having already charged 
higher prices, he may find out his mistake. His failure to 
shift the tax to his customers will make him think hard of 
any less strong line of resistance, and he may discover it 
in the wholesaler, to whom now he will pay less than the 
previous price. It^is essential to distinguish this second 
process from the first,'' where the tax was shifted to the 
coi^mer. , The first process is known as shifting forwards, 
the second as shifting backwards. 'j It is quite possible that 
in our second instance the wholesaler, while thinking it to 
his advantage to submit to the price reduction demanded 
by the retailer, may, in his turn, attempt to shift the tax 
still backwards, say to the millowners. Think now of a 
contrary process, an excise duty on production of cloth 
. collected from cloth mills. , The mills, in order to avoid 
reduction in profits, may pass on the duty to their whole- 
sale purchasers or agents, who, in their turn, may shift the 
tax on to retail, dealers, and they to the final consumers. 
This is known as the process of shifting onwards.^ > 

Tax Capitalization 

As contrasted with these cases of shifting, where only a 
single tax is shifted, there are instances where a series of 
tax payments, before any of them except the first has been 
paid, is passed on to the seller. Suppose, for example, that 
the railway shares yielding 5 per cent interest are being 
bought and sold at par. This means that when factors like 
security and other advantages of railway shares are weigh- 
ed along with the rate of interest, the investors thinlt that 
the railway shares are one of the best possible forms of 

1 “ Tile course of transference may be in different directions nnd accord- 
ing: to its starting point and direction, it is necessary to distinguish. ” — 
Bastnble, Public Finance, p. 372. 

2 It is needless to say tliat for most of tliis terminology and distinction, 
•we arc deeply indebted to Sdigman. Fide bis' Slutting and Incidence of 
Taxation, pp. 1-IS. 
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investment. If the government levies an annual tax of 1 
per cent on the nominal value of these shares, the net rate 
of interest now yielded will be reduced to 4 per cent. As- 
suming that railway shares are a very small part of the 
total shares, the rates of interest of other comparable secu- 
rities will remain intact at 5 per cent, so that the balance 
of advantages is now against investment in railways. Those 
who are already owning the railway shares have no option, 
and must reconcile themselves to the lower yield. But not 
so for new investors. They will go in for other shares and 
bonds, until the railway shares yield an equal rate of 
interest , This can only happen through a reduction in th^ 
price of railway shares by an amount, the interest on which 
will be equal to the amoimt of the tax; i.e. Rs. 20. The 
price of the railway shares must, therefore, come down to 
Rs. 80. The tax will thus be capitalized. Those, who pur-, 
chase railway shares after the tax is imposed, will bear no 
share of it,"' because at the time of their purchase they have 
already discoimted the future payments of taxes. Those, 
who o^vn the shares at the time of the tax imposition, will, 
be gravely hurt, for they will have to pay the tax not only 
as long as they hold the shares but also the tax pajunents 
thereafter. Imposition of such a tax amounts to a 
partial confiscation. Once the injustice is done, no redress 
is possible. , Suppose that in the above mentioned case, the 
government, realizing after two years that grievous in- 
justice has been done, decide to abolish the tax. During 
this period, many of the railway shares will have changed 
hands, many old owners will have lost Rs. 20 per share; all 
the new owners will have already discounted the tax., 
When the tax is removed, by a process reverse to that des- 
cribed previously, the price of the shares will once more 
rise to Rs. 100. But the old owners, who have sold out 
their shares, will receive no compensation for the wrong 
done to them. The existing owners will be benefited to 

1 The saying “ old ta-^ is no tax ” derives its validity from this nheno- 
Tnenon, Tins lias been described in tbe case of land tax in Franoe asthe 
doctrine of immutabiiity.— Seligman, Shifting and Incidence of Taxation 
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the extent of Rs. 20 per share. Many of them are likely 
to have obtained their shares at Rs. 80, and their gain will 
be undeserved. Only in the case of those few, who have 
stuck to their shares, justice will be done. The greater the 
time for which the tax has remained in force, the less will 
be the number of such old shareowners among the present 
shareholders, and therefore the less the prospect of redress- 
ing the past wrong. 

Conditions for Capitalization 

Since the imposition of the tax likely to be capitalized 
is a grievous wrong admitting of no redress afterwards, and 
since we now no longer think of capitalization as a pheno- 
menon peculiar to land, it is essential to consider, in detail, 
the circumstances under which a tax is likely to be capi- 
talized. From a careful study of the process, the following 
conditions^ emerge as essential. 

'(i) The commodity taxed must be durable. If the tax- 
ed article is such as perishes in the act of consumption, or 
lasts only for a short time, there is no possibility of a series 
of tax payments, and without them there is nothing to 
capitalize. A tax on bread or wheat cannot be capitalized. 

(ii) The tax levied must be of a fairly long duration. 
The first instalment is usually paid by the present owner, 
and if some more tax instalments are not expected, there 
can be no discount for them in the purchase price, and no 
capitalization. It must be remembered that expectations 
play a very important role here, sometimes as great as 
actualities. If a tax has been, in the first instance, imposed 
only for one year, but bids fair to continue for a long 
period, it is almost as likely to be capitalized as one 
avowedly for a long duration. On the other hand, a tax law 
of an unlimited duration may have the contrary effect if it 
is anticipated that the tax will be discontinued in a short 
period. 

V‘ (iii) The item taxed must be of such a character that 
it has a capital value negotiated through market purchase 

1 Alargcpartoftliis section is based on Seligman, pp. 174-183 and pp. 221- 
220 . ' 



30 


JUSTICE IN TAXATION IN INDIA 


and sale. If the commodity affected has no capital value, 
there is nothing which can depreciate, A tax on wages can- 
not be capitalized in our society, for a labourer has no mar- 
ket value. But in a slave society, where men arc bought 
and sold, their value will be arrived at through the capital- 
ization of their earning power, so that a tax on the earn- 
ing power will lower the value of slaves and hit the existing 
slaveowners hard. 

(iv) ‘The tax levied must be partial or exclusive. In 
case, where the tax is general, other alternatives of capi- 
tal investment become equally odious, so that no better 
choice is available for the investor. ^ If, in the case we have 
assumed before, along with the tax on railway shares, a 
similar tax were levied on other forms of investment, the 
investors will find no possibility of earning more than 
an interest of 4 per cent (provided they insist on the same 
security and marketability). The price of railway shares 
will remain the same, and there will be no capitalization. 

(v) If the nature of the commodity taxed is such, that 

there is a prospect of shifting the tax forward, there is no 
likelihood of capitalization. Suppose, for instance, a tax is 
levied on raw cotton, and it is possible for the grower to 
pass the tax onwards to the manufacturer, merchant, etc. 
Then, the yield of the cotton-growing land will remain as 
before, so that no depreciation in capital value will follow. 
In case of taxes on capital invested in spheres where an 
expansion of activities is essential, a shifting onwards is 
usually possible. No capitalization will follow in such 
cases."' , ' 

(vi) .Unless the article taxed is such, that there is a 
rapid change in its ownership— rapid both absolutely and 
rapid in relation to the period of time the tax is expected to 
last — the tax will not be capitalized, for in such cases as 
Rau points out, 2 the original owners or their heirs will re- 
tain their possession, and there will be no chance for the 
diminution in capital value through purchase and sale 

1 stamp, p. 133. ~ 

2 T'-jtfe Seligraan— Shifting and Incidence of Taxation, pp. isi-JSS. 
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It must be remembered that the more fact Uiat a tax 
is capitalized is no guarantee tliat it will be felt burdenless 
by future purchasers. Tlie value of the item taxed may so 
varj'' due to reasons other than the tax imposition that the 
new purchasers are as tax-conscious as if no capitalization 
had occurred.’ Where the yield is by its inherent nature 
fluctuating, the tax. consciousness is likely to be strong.^ 

Transformation 

Both shifting and capitalization require favourable con- 
ditions, which are sometimes not present. It is, therefore, 
not always possible to escape the tax through these 
methods.’^ Moreover, unless the demand for a commodity 
is perfectly inelastic, the shifting of the tax means a 
shrinkage in sales, and possibly a reduction in profits. Thus, 
even a success in shifting may prove costly. The merchant 
or the manufacturer is, therefore, in a quandary', and has to 
think hard. Tliis will lead him to .scratch his head vio- 
lently, and he may, at times, hi*- at some device or improve 
men! in the process of production, whereby the costs of 
production of the taxed commodity are decreased.. With 
this improvement he can afford to sell at the former price 
without any reduction in his profits, or he may even be 
able to increase them, i Since the loss of taxation is, by the 
alchemy of improvement, turned into a gain, the process 
is known as one of transformation.; 

iSuch a happy combination of circiunstances, where 
both the State and the traders or the manufacturers are 
richer because of the tax, and the consumers at least not 
worse off, is rare,\and can certainly be never predicted in 
advance. It is entirely unwarranted to make a claim on 
the basis of this, as some have done, that a tax on industry 
is likely to prove a spur to, rather than a drag on, enter- 
prise, and that a tax on necessaries is likely to be of more 

1 Cr. “ A capitaliicd tax is burdcnlcss to tlic purchaser only so long as 
the conditions assumed id las capitalizing calculations do not turn against 
him.” — ^Lutz, Public Finance, p. 380. 

2 Seligman, p. 270. 

3 Cf. “The desire to pass on Ibc burden may he universal, but the capa- 
city to do so is limited.” — Bastable, Public Finance, p. 372. 
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benefit than harm to the nation through its effect oit 
labotirers. ^ Nonetheless, the happy combination does 
occur at times. It certainly dare not be gainsaid that the 
imposition of a tax compels the traders and manufacturers 
to explore all the possibilities of reducing their costs, and 
sometimes the search yields valuable results. It is true that 
under competitive conditions the desire for greater profits 
and even the anxiety to survive furnish powerful incen- 
Uves to the producer and the trader to improve their 
methods. But lethargy’- and unrvillingness to take un- 
necessary risks may at times prove more powerful. The 
imposition of a tax will destroy this inertia. .Fear is a 
greater psychological stimulus than hope, and under its 
stress the timid are known to become brave and the idle 
industrious. The prospect of a reduction in profits may- 
make the producer hazard on experiments, which the lure,, 
of higher profits could never have induced him to embark 
upon.2 The consequences of the tax on whisky in Scot- 
land in the eighteenth century, and of that on beet sugar 
on the continent in the last century are instances of this. 

On whom should the tax burden be regarded as falling, 
in the above case? Seligman thinks that in such a case, the, 
incidence should be regarded as falling on the producer or 
the trader.® "Unless it were so, he would have no incentive 
to transform his loss into a possible gain, and no process 
of transformation could take place.^ It is difficult for us 
to agree with this view. The improvement in the process 
of production would have come in any case, and the prices 

1 For opinions of several authors of this type, see Seligman, pp. 47 - 55 . 

2 Cf. “ Man is not influenced solely by hope, he is powertullv operated 
on by fear. Taxation brings the later principle into the field, .and to the 
desire of rising in the vrorid implanted in the breast of every individual the 
incre^ of taction superadds the tear of being cast dorm to* a lorver station, 
of being deprived of conveniences and gratifica'tions tchich liabit has rendered 
all but indispensable ; and the combined influence of the two principles pro- 
duces results that could not be produced by the unassisted agency of either.” 
— M’Culloch, Taxation and the Fimding System, quoted in Adams, pp. 4oi- 
- 402 . 

n “In tte case of transformation the incidence is on the orininal 

tax-payer.”— Selignum, p. T. 

4. “If there is no incidence, there can be no transformation.” p. 7- 
bclig^n here forgets tliat it may be the effects as well as the incidence that 
nugut prove a spur. 
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of the commodity in question would have been reduced. 
The tax is at best only the occasion, not the cause, of the 
betterment in production.'' The tax prevents the benefit 
of the improvements, which it only quickened, from pass- 
ing on to the consumers, and therefore must be regarded as 
being borne by the consumers, not by the producer or the 
manufacturer.^ However as transformation is admittedly 
an unusual happening, this question is of little practical 
moment. 

II. Incidence and Effects 
Colwyn Committee 

Before embarking on any discussion as to the method 
of finding out and measuring incidence, it is essential to 
distinguish clearly the incidence from the effects of a tax, 
The lack of a clear difference has often led to great con- 
fusion. Unfortunately, no clear-cut distinction is available. 
For the earlier writers, the difference did not exist; they 
used both the words as synon3rms.'* The later writers, how- 
ever, have attempted to give two distinct and different 
connotations to them. The best known distinction is that 
drawn by the Colwyn Committee. According to them, the 
term incidence is used by the economists to denote the more 
immediate burden of the tax as distinguished from its fur- 
ther effects.® To illustrate this difference, they cite four 

1 This is grudgingly conceded by Seligman. “It may be that the 
improvements would probably have come about of themselves after a time ; 
but this does not invalidate the accuracy of the contention that a tax may be 
the occasion, oven if it he not the cansc, of a hettoTmont in prodneiion’’. 
Jbid., p. 0. 

2 In a very parallel case, wbcrc in a seller’s marhet, an income-tax 
offers greater inducement to traders to put up their prices, Seligman holds 
the tax to be on sellers, not on the buyers, for the prices would have gone up 
in any case. — Appendices to the Report of the Committee on National Debt 
and Taxation, p. 123. 

3 “ Shifting is the most common, capitalization somewhat less -usual, 
transformation rather infrequent ” — Seligman, p. 8. 

4 See, for instance, the opening of Edgeworlli’s famous article on 
Urban Rates. “ Incidence here denotes all those effects of taxation with 
which the economist is concerned.” — Vol. U, p. 151 ; also Marshall’s Princi- 
ples (T'th Edition), pp. 413-41S and App. G. 

.5 “ In general usage, the term (incidence) covers not only the initial 
burden of a tax, hut the whole range of consequential effects. Economists, 
however, have given it a narrower meaning. For them “ incidence ” is 
only concerned witli the question on whom the more immediate burden of 
the tax as a tax rests. It is to be distinguished from the question of further 
effects, which may he exceedingly important.” — Para 288. 

3 
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cases— the first o£ an employer, who as a result of a tax 
on Mm cuts down his staff; the second of an employee, who, 
as a result of a tax on him, fichls for and succeeds in obtain- 
ing an increase in v.'ages; the third of a trader, whose sales 
are reduced because of his shifting the tax on to customers; 
and the fourth of a trader, who, as a result of the taxes he 
has to bear, works the harder. In the first, second, and 
fourth cases, they regard the tax incidence as falling on the 
taxpayer, though the tax may have serious effects on others. 
In the third case, though there may be loss on the balance, 
the tax has been shifted to the consumers.'* ; 

Though all the instances except the second,^ which the 
Committee have cited, will command universal approval, 
their definition of the terms is by no means illuminating, and 
is not in accordance with the examples given by them. The 
distinction between incidence and effects, as visualized by 
them, seems to centre round the lime lapse. The short- 
■period consequences of a tax are expressed by the term 
■“incidence,” the long-period results by “effects.'’^ But the 
illustrations given do not lend any countenance to this 
belief. In instance one, it may be that the taxed employer^ 
reduces his staff, immediately the tax is announced, to com- 
pensate for his loss because of the tax. Yet, the committee 
would hold that this is an effect of taxation, not its inci- 
dence. In case of commodities of inelastic supply, the 
traders will wait for a long time before raising tlie prices, 
and yet from the moment of price rise the incidence of the 
tax must be said to lie on the consumers. The period dis- 
tinction, therefore, fails to provide a difference, which will 
St in with the widely held views regarding the tax conse- 
quences that can be termed “incidence” and those that can 
be called “effects.” 

1 Ibid., paras 288 and 290. 

2 Seligman rightly held that in the second case, the incidence is on the 
•employer — See his ‘Shifting and Incidence of Taication,’ pp. 3G7-370. Tlic 
Committee tlierasclves do not seem to he very sure about this point, for only 
t-wo pages afterwards, they discuss again the question of incidence of a tax 
•on salaries, and admit the possibility of shifting it on to emplovcrs. Paras 
29G-298. 

3 Black — The IntSdence of Income Taxes, p. 31. 
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Black’s Interpretation 

An attempt has been made by Mr. Black to so define the| 
word “incidence" so as to bring it in line with the instances 
given by the Committee. ?He makes the whole difference 
hinge roimd the assumption regarding the factorial supplies, 
When these are taken to be fixed, the consequential result 
according to him is called “Incidence;” when they are treat- 
ed as variables, the result is referred to as “Effects.”"' ] 

This distinction, though avowedly meant to clear up the 
difference that lay at the back of the Committee’s mind, 
does not suit with their illustrations. All the instances 
given by the Committee do not turn on the assumptions 
regarding the fixity or the fluidity of the factorial supply. 
In illustrations second and third, for example, the change 
in tlie factorial supply is not at all in question. The cases 
of “incidence” and “effects” agreed upon by other writers are 
even less satisfied by this definition. Sometimes, to recover 
the interest he has to pay on the additional outlay due to 
the tax, or because of the currency unit being such aS not 
to admit of a price addition of the precise amount of thej 
tax, ithe trader raises the price of the commodity by an 
amount greater than that of the tax. Most of the writers 
on public finance agree in regarding! this extra rise as not 
the incidence, but the effect, of the tax.^ j Black’s definition 
does not allow for this distinction. 

Seligman and Others 

Seligman, who has done so much to clear up the ter-, 
minology regarding taxation, and has considerably enriched 
it, is not very explicit on this point. |He speaks of the pres- 
sure of taxation as denoting aU incidental burdens different 
from incidence,'^ which is defined as the' settlement of the 
burden on the idtimate taxpayer,^! It is made clear that 

1 Ibid., p. 33. 

2 Seligman — Shifting and Incidence of Taxation, pp. 11-12. 

3 “ These ineidental burdens may be summed up under the head of 
pressure of taxation ” — Ibid., p. 11. 

4 “ The settlement of the burden on the ultimate taxpayer is ealled 

the incidence of the tax ” Ibid., p. 1. Also ** The incidence of a tax marks 

the final payment by the bearer Ibid., p. 11. 
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the pressure of the tax includes not only the pressure ofj 
incidence, but also that of impact and of evasion. ■> To 
denote all these, the word “effects” in its wider sense is 
used.2 

All this, while certainly very informative and instruc- 
tive in other respects, does little to clear up the confusion, 
created by the lack of a clear difference between “incidence" 
and “effects.” Fortunately however, he gives a number of 
illustrations to show the difference, and his footnotes are 
richly suggestive of the distinction he would have made out 
if forced to do so . , He would, it seems, agree with Dalton 
in confining the term “incidence” to “the direct money 
bxurden of the tax”^ ■ — the word “direct” to bring but its dis- 
'ti’nctness from other indirect burdens, the term “money 
burden” to show its contrast with real burden. To grasp 
clearly the full significance of the definition, it must be' 
realized that there is no specific burden without a corres- 
ponding revenue to the government/ and no pie of revenue 
_ without a corresponding burden on the taxpayers.^ The 
total direct money burden is, therefore, equal to the total 
tax revenues of the Government, and vice versa, t This 
concept of “incidence” makes it a perfect instrument for 
measiiring how much each subject or class of subjects con- 
tributes directly in money to the State -Treasury., It fits in 
with most of the illustrations given above. It also solves 
satisfactorily a number of questions that arise in the mea- 
surement of the tax burden, e.g. the problem of differential 
duties on the same commodity.® In all our fiirther discus- 
sions, therefore, we wish to stick to this concept, though 
it may at times mean conflict with high authorities. 


1 Ibid., pp. 11-13, 

2 “ In the -srider sense effect denotes any ol the subsequent results of 
taTation. — I6ui., p. 14. 

3 “ SlOTe precisely -(ve may say that the incidence is upon those ivho 

bear the direct money burden of the tax.” Dalton, p. 51. 

4 “ As Natoli v.-ell points out there can be no incidence -svithout a cor- 
responding revenue to the treasury.”— Seligman, p. 12. Sdigman himself 
seems to agree -wholeheartedly -with the -vierv. 

5 “ To every shilling of revenue raised, there corresponds a shilling 
of direct money burden, or incidence falling upon someone.” — ^Dalton, p. 51. 

C The question -will be more fully discussed in Chapter IX, 
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ni . Vahic o£ the Study of Incidence 
Narrow Scope of the Study 

(a) Exclusion of the Effects of the Tax System; The 
word “incidence” so defined may seem to some too narrow 
a concept to be worth any serious study. Those who escape 
the tax in a legitimate way may often suffer much more 
than those who pay it, Everytime there is a tax on a com- 
modity, and it is borne by the consumers, (whether it be 
levied first on the manufacturers and sellers and then shift- 
ed to tliem, or whether the tax is levied directly on the, 
consumers and cannot be shifted backwards by them) there 
are some of them who will reduce their purchases and thus 
escape a part of the tax, and a few will prefer going abso- 
lutely wthout the commodity. On this abandoned part of 
the consumption no tax is paid, and therefore there is no 
incidence. Yet, the deprivation suffered is frequently 
greater than that of those, who continue to make their pur- 
chases and on whom, therefore, the incidence is said to lie.i 
I V/hat Seligman calls the pressure of evasion is usually more, 
severe than the incidence of the tax; and this pressure lies 
outside the scope of the study of incidence. I 

A more important omission is of those vastly important 
effects which led us to introduce great changes in the “mini- 
mum sacrifice” principle in the last chapter. The great 
transformations for good or for bad that the tax system 
brings about, its effects on quality and quantity of savings 
and on labour supply and its consequences on the spirit of 
enterprise and the willingness to take risks are vastly 
important. They make or mar a nation’s fate.2 A neglect 


1 “Persons, wlio pay o tax, nte often le-ss injured Ijy its imposition 
than those •who pay no portion of it. The man ■who goes two miles out of 
his way daily to avoid a bridge toll would be far more benefited by the freeing 
of the bridge than most of us who pay the toll.” — Cannan in Memoranda 
chiefly relating to the Classification and Incidence of Imperial and Local 
Taxation, submitted to the Royal Commission on Taxation (1899), p. 106. 

2 Cf. " A tax may have great many clfects. It may diminish industry 
and impoverish individuals ; it may stimulate production and enrich indi- 
■viduals ; it may be an unmitigated curse to society, it may be a necessary 
evil ; it may be an unqualified boon to the community regarded as a whole." 
— Seligman, p. lit. 




38 


JUSTICE IN TAXATION IN INDIA 


of these considerations may well prove fatal. And yet, 
incidence takes no account of these. 

(b) Exclusion of the Effects of Expenditure: We 
speak usually of a tax as a burden^ as if the tax proceeds 
were given as a tribute by the community to the govern- 
ment. In so doing we lose sight of the fact that these pro- 
ceeds again return to the community in the form of State 
services. This habit of thinking is a legacy from those 
times, when that government was looked upon as best, 
which governed least. iBut with tlie expansion in govern- 
ment acthdties, with the rise in expenditure that this 
implies, and with the increasing care that economists 
bestow on their studies, the fact that the expenditure of 
the State has effects as important as the raising of the 
revenue is being increasingly realized.® j The effects of 
government spending, it is now recognized, are entitled to 
as much attention as those of its methods of raising money. 
A theory of public finance neglects this study at its own 
peril. But in considering the incidence of taxation, no 
account can be taken of this side, except when some 
revenue has been earmarked for expenditure on the same 
source,' from which the revenue has been raised.® 

Justification for the Study 

Due to these limitations, the study of “incidence” has 
appeared futile to some who have pleaded for the entire 


1 Adaiaos rigtitly says : “ Taxes are frequently spoken of as 'burdens, 
and there is no objection to such a use of language, provided the phrase 
is employed in the same sense as svhen speaking of any of the necessary items 
of expenditure in tlie domestic budget. If the payment of a coal hill or a 
quarter’s rent he a burden, then is the payment of a tax burden.” — T. 323. 

2 E. G. though the Colsvyn Committee srerc concerned, by their terms 
of reference, -with no expenditure other than that on tire national debt, they 
devoted more than nine pages to a discussion of the expenditure ns a -wboler 
for “ it VFOuld he impossible to form any just estimate of the clfects of existing 
taxes •without gi'ving some attention to oUier objects of govemment expendi- 
ture.” — ^Report, para 250. They again and again refer to the expen^ure 
side -when discussing the effects of paiUcular taxes. The greatest emphasiscr 
of the importance of expcndrtnrc side is the Italian Antonio De Viti de Marco 
— First I’rinciples of Public Finance, pp. 148-lCO. 

3 Sec Kendrick’s earlier article on '‘Public Expenditure: a neglected 
consideration in Tax Incidence Theory”, The American Eeview, (1030) 
pp. 226-230, and his fuller exposition ih his “ Taxation Issues ”, Chap. ’V. 
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dropping of that word, f The most vigorous plea has come 
from Cannan. “I have no doubt,” he says, “that it is desir- 
able to eschew the use of the term ‘incidence’ of taxation. It 
imduly restricts inquiries into the justice and expediency 
of taxes, since it is always held that the ‘real incidence’ of- 
'a tax is upon the persons who ultimately pay_orj)ro^d£ the, 
money for the tax. . t . It is therefore far better to consider 
the effects of taxation. By using this more general term, 
we shall find it easier to avoid the usual mistake of suppos- 
ing that taxes are subject to economics of their own, instead 
of having effects just like any other expense. We shall also 
be less likely to lose our way by attempting to travel by 
short cuts.”’ I 

The criticism would have been entirely true if wild 
claims and hopes were entertained for the study of inci- 
dence. No such undue sense of its importance seems to 
have actuated the efforts of the great writers on “incidence.” 
They fully realized the limited value of the study of inci- 
dence, and also of the far more important and valuable con- 
sequences implied in the term “effects.”^ But the term 
“effects” may denote a wide variety of things,^ and it was 
impossible to study such a vast phenomenon without ‘ a 
further subdivision and classification. All real advance- 
ment in knowledge has been based on division and speciali- 
zation, though these have meant the narrowing of the sub- 
ject-matter of each individual’s study. Of however limited 
value his own study, the student can console himself that 
this is the best way to advance human knowledge.^'^ The 
real question, therefore, in considering whether “incidence” 
should be separately considered is not how limited its scope 
is, but whether its study further advances the wider study 


1 Cannnn, p. 160. 

2 Scligman, p. 14 ; the ColwjTi Conunlttec devote more pages to effects 
than to incidence. 

3 “ Effect includes aaything.’U-J. Ro-w-Fego quoted in Sclignian, p. 13. 

4 “ The fevr crumbs tliat science can offer arc more nourishing tlian 
the no-broiid of speculation, -nlucli. . . .defies the lightning.” — Geoqjc A. 
Dorsey, quoted in the Report of the New York State Commission for the 
Revision of the Tax Imws, p. 100. 
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of effects.^ Thus put, few, we think, will gainsay the neces- 
sity of studying the incidence of a tax, for it forms an im- 
portant and indispensable preliminary to the study of its 
effects. The latter, without the former, will be abortive 
due to its very vastness and comprehensiveness. 

rV Incidence — A Study in Prices 

We have seen so far^ three methods of escape, through 
which the taxpayer bears no tax burden — evasion (legal 
and illegal) , shifting, and capitalization.^ The first yields no 
revenue to the treasury, and is therefore of no importance 
in the study of incidence. Both shifting and capitalization 
can only take place through the process of prices, so that a 
study of incidence becomes a chapter in the theory of 
prices.® 1 Since prices are in normal times seldom governed 
by law or custom a tax can bring about a change in the, 
price of the commodity affected only through a change in 
its demand or supply. The demand cur\'e is assumed to 
remain constant, since in a study of incidence we exclude, 
the changes brought about by the expenditure of tax pro- 
ceeds. It is, therefore, only through a change in the supply 
of the commodity that the tax can be shifted. In discussing 
the question of incidence, we need watch the effects of the 
tax only on the supply of the taxed commodity. 

Price Changes and Incidence 

We have said above that shifting can only take place - 
through the price medium; but the converse is not true. 

? The effort to trace shifting through prices is often mislead- 
ing, because as we have seen earlier, not aU price changes,, 
even when they are due to taxation, are included in “inci- 
dence.”! Some of them are rather the pressure of impact 

1 The importanct; of the study of ineidencc has altvavs been put fortrord 
as furthering the study of etfecls. “Thev (the effects) can, hoirever, not 
be succesrtuliy attacked unless ire previouslv solve onlv the question of 
shifting and incidence.”— Seligman, p. 14. “It is only when we have as- 
certained the incidence that -sve can -proceed to discuss the -vrider effects of 
a tax-”~IMtf., p. 14. Also “ this is the first thing to be decided about any 
tax.” — Colwyn Conuiuttee Report, para 288. . 

‘ 2 Cf. “The theory of theshiftingoftaxation is apart of tbewidertheory 

of value.” — Seligman, p. 219. 
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■or incidence."' (it is only those price changes, the benefits 
of which accrue to the Government coffers, that are includ- 
ed in incidence.”^ j 

Changes in prices are due to many other factors besideSj 
.taxation. .The course of the trade cycle, changes in public 
taste, changes in natural factors — all these rapidly-chang- 
ing events usually so affect prices, that it is well-nigh im- 
possible to trace the effect of taxes on prices. | It has often, 
happened in history that the price of a commodity has risen 
after the reduction or abolition of a tax, and it has fallen 
after the imposition of, or the increase in, a tax. j The price, 
of toad rose slightly in the few years following the repeal* 
of the Corn Laws.'^ Such striking,.contradictions ought im- 
mediately to put us on the guard, and they do so after a 
time. But when the change in prices due to other factors 
is not in the opposite direction, but only means an intensi- 
fication or slackening of the change that would have other- 
wise come about, a confusion is likely to ensue. One has,, 
therefore, to wade through the difficult mass of incidence 
problems without any valuable help from price statistics^ 
relying chiefly on the deductive method. / 


1 We have already seen some of these cases. A similar case arises 
-when the commodity taxed obeys the law of decreasing costs. Here, the 
diminution in production brought about by taxation will mean a rise in 
production costs, so tUnt the price rise will be greater than the rate of the 
tax. Scligman, however, disagrees on this point. Fide Cliap. VH. 

2 Bastablc, however, diticrs. “It seems Tnore in accordance with 
language and principle to treat the loss incurred by the citizen ns coming 
under the head of incidence even though the State does not obtain revenue. 
The burden of many taxes is greatebthan their yield, but it is hardly admis- 
sible to cut up this burden intoftwo parts, one measured by State receipts, 
belonging to the topic of incidence, while the balance is treated as the ‘ effect ’ 
■aC taxation.” — Public Praance, p. 301. 

8 Silverman — Taxation, Its Incidence and Effects, p. 93. 
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INCOME TAXES 

A Gcncrnl Income Tax 
I. Incuicncc of Income Tax 

In our discussions in the first chapter, wo have seen 
the great reFincmcnts that a regard lor justice would lead 
us to introduce in our tax system. i The income tax is, in 
many respects, best fitted to satisfy those. It is now gene-, 
rally agreed, that income is the best single criterion of 
measuring the sacrifice caused to a person by the depriva- 
tion of a certain amount of his money/ An income tax is 
related directly to income, and can, therefore, easily be so 
adjusted as to impose the desired sacrifices on various 
income-classes. Many other complex considerations which 
are relevant in determining the sacrifice imposed, o.g., 
the greater needs of the family men and of persons with 
earned mcomes, can be taken into account in the imposition 
of this tax. 

None of these advatages, however, can be realized, un- 
less the incidence of the tax is upon the taxpayer himself.'' 
Unfortunately, we have no unanimity regarding the per- 
sons who bear it.® The witnesses before the Colwyn Com- 
mittee were sharply divided on this point. One side, consist- 
ing mostly of businessmen,® contended that income tax was 
a part of the cost of production, and was, therefore, shifted 
like other costs of production to the final consumers. The 

1 “ If tmd so fat the latter victv (the view that Income TaK can be 
shifted) is correct, the Income Tax must abandon part of its chief claim to 
virtue ns a method of taxation ” — Report of the Committee on National 
Debt and Taxation, para 293. 

2 See Appendices to the Report, p. OS. 

3 The businessmen, naturally, were not very logical in their arguments. 
But the best vieav was that put forward hy>Slr. Leake. “ Apart from current 
price fluctuations due to changes in supply and demand, the general level of 
selling prices must inevitably be based upon the cost borne by employers 
incidental to production, and this cost includes the employers’ dispropor- 
tionate burden of progressive taxation” — Report, para 291. 
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other side, containing almost all of the economists, argued 
that the tax, with slight and unimporant exceptions, rested 
where it was placed. The controversy was decided by the 
Committee in favour of the economists.') However, the argu- 
ments put forth by those two, who most thoroughly and 
elaborately developed the economists’ viewpoint, were not 
very happy, and were at great variance with each other, so, 
that the controversy was soon revived. , 

The best way to deal with this problem is to divide in- 
come into its constituent forms'' — ^rent, wages, interest and 
profits, and to see how a tax on each will affect its supply. 

Tax on Rent 

It is obvious thafj a tax on pure rent cannot be shifted. 
Economic rent is the result, not the cause, of high prices. 
Prices are determined by the marginal land, which pays no 
rent, so that “a tax on rent would affect rent only; it would 
fall wholly on landlords, and could not be drifted to any 
class of consumers.”^/ With this view of Ricardo, most 
modem economists agree, so that it is no use labouring this 
point, '■* 

Tax on Wages*'^ r 

In discussing the incidence of a tax on wages, it is con- 
venient to divide labour into two broad divisions: skilled 
and unskilled. It has usually been held that a tax on the 
earnings of the unskilled workers will be shifted to em- 
ployers. This view, however, is not true.) The supply of 
unskilled labour is not elastic in the short nm, and even its 
elasticity in the long run is doubtful. Only labour organi- 
zation and the growth of -social consciousness asserting 
/ 

1 “ In such, cases (•where income tax is a combination of taxes on the 
separate ingredients of income) there can be no question that each part 
of the income-tax follows the law of incidence of tile respective separate 
taxes ’’—Migman, Shifting and Incidence of- Taxation, p. 386. 

2 Ricardo, The Principles of Political Economy and Taxation, 2nd 

edition, p. 201. f, ■* • 

3 For further discussions, ^See Chap. VI. 

. 4 At one place, as wejteive seen, the Colwyn Committee thmiglit that 

the passing on of the burden to the employer by the wage earners belonged 
to the study of effects gather than of incidence. 
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itself through the State have kept up wages to the subsis- 
tence level in some industries. ’ A tax on wages, even when 
they are obeying the iron law, may therefore rest on the 
workers. | Usually, the normal average wages of to-day 
cover, besides subsistence cost, also the cost of conventional 
necessaries. There are, therefore, greater chances of the 
tax being not shifted. ; The workers certainly ivill cling to 
what they think their' birthright, the right of living in the 
old way, with all the tenacity they can command, and will' 
fight with all the weapons in their armoury to maintain 
their customary standard. But that is no guarantee, even 
where the trade unions are strong, that this standard will 
not be reduced. Much depends on the relative strength of, 
the two parties — ^the employers and the labourers — and the, 
attitude of the State and the people. But where the neces-, 
siiy is compelling and lasts long enough as during a depres- 
sion, the reduction is inevitable. A tax, therefore, on wages, 
when they are more than subsistence allowances, will or 
will not be shifted according to the resistance power of th^ 
bargaining parties, the ideas that have come to rule the 
relations between labour and capital, and above both, by the 
general course of the trade cycle. This question, however, 
is of little practical moment, as on administrative grounds 
a direct tax on the wages of unskilled labour is generally 
avoided. , 

The problem of the incidence of a tax on wages of skill- 
ed labour is of greater practical importance, as an income 
tax on skilled labour is found in some countries. Such a 
tax is more likely to rest on the labourers only.^ Though we 
often speak of the cost of production of skilled laboirrers,'' 
their supply is more regulated by available educational faci- 
lities, the social prestige they command, and other such 
factors than by the .hope of an emolument. A reduction in 
their monetary rewards can hardly affect their supply. The 
present overcrowding of soine professions in spite of their 
meagre average reward because of the social esteem they 

1 “ It is only ty a peycrsion of words ana‘oI,facls tliat we can consider 
tne time and efforts spent in educating a member of a profession as a capital 
which must earn interest.” — Seliginan, p. 8G8. \ 
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command proves this inelasticity. ' Skilled and unskilled 
labourers today are non-competing groups; so that a tax on 
one, even when the other is not taxed, will not lead to shift- 
ing. As the tax is at an equal rate on the incomes of ail 
skilled laboxurers, there is no possibility of the taxpayer 
giving up his present occupation except in those rare cases, 
where the non-monetary advantages of another occupation 
prove a deciding factor. '' A tax on skilled labour will, there- 
fore, stick to the taxpayer with only one important excep- 
tion. Where a professional man is charging less than what 
he can get out of a humanitarian motive or otherwise, the 
imposition of a tax on him may make him reconsider his 
position and charge higher fees.^ But here though the tax 
acts as the motive, as Siverman® points out, inducements 
from other quarters like household extravagance or a press- 
jng creditor would be equally effective, so that it is wrong 
to say that the income-tax has been shifted in this case.**^ 

Whereas the economic forces will not work to shift the 
lax on wages to the employer, it may be that in certain 
cases a convention has grown up, whereby the employer 
undertakes to pay the income-tax on behalf of his em- 
ployees. Here, it may be feared, that the income-tax lea'ds 
to higher salaries in fact. Usually, however, the rise in 
salaries is illusory. It is quite likely tliat in accepting the 
post the employee has also considered this advantage, and 
that but for this concession he would have found other 
avenues of employment more attractive. The employer, on 
his side, may have taken into account this additional faci- 
lity in fixing up the salaries attached to the posts. Until, 
therefore, the income-tax rate increases more than antici- 

1 For a fuller discussion, see Black — The Incidence of Income Tax, 
pp. O-IO. 

2 This possibility also exists in ease of mnt and profits, -wliere due to 
ignorance, inertia or otherwise, the landlords or the traders are not dmrging 
the full amount they ean get. In professions, however, the possibility is 
more because of the greater strength of non-monetary forces. 

3 Taxation, Its Incidence ^awl ^Ettecls, pp. 140-147. 

4 Surprisingly enough, the Oolwyn Committee hold the same view though 
in the case of “ trartsformation ” process, they seem to agree %vith Seligmau 
in holding that the incidence is on. the seller. — Report, para 312 and para 
200 (c). 
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pated, the payment of the emploj'ees’ tax by the em- 
ployer is apparent only. Even when such a thing happens, 
the rise in salaries cannot be reflected in higher prices, un- 
less the other competing Arms in the same business follow 
an identical course. And, this is very unlikely.'* 

Tax on Interest 

We have seen that of all the factors of production, 
capital has the most elastic supply. ; Here, at least, the 
critic may say, is the field where the tax can be shifted to 
borrowers and hence to consumers. The influence of a 
reduction in net interest rate on the quality and quantity 
of savings belongs, however, to the problem of effects, not 
of incidence. ! Since interest from all fields is equally taxed 
no transfer is possible, and the incidence must be regarded 
as lying on the lender, j 

In real life, we have to take account of two additional 
factors, before we pronounce a final opinion. The State 
to-day is the supreme taxing authority, but economically 
the entire world is being knit closer, j Though all the ci\a- 
iized countries le^'y income taxes, the rates of the taxes 
greatly vary'. This differentiation in rates may lead to a 
transfer of the capital from one country to another, and 
thus enable the lenders to pass the tax onwards./ Land 
cannot be moved; human beings though called fickle by 
philosophers will not, until compelled by great necessity, 
leave their country and settle into another;^ but capital, 
being easily divorced from its ovmer, can be moved quickly 
to other countries.^ t A heavy tax on interest in one coun- 
try may mean a great migration of capital to other coun- 
tries where the tax is low.-. The migration will continue, 
until the person leiiding inside the country acquires a rate 
of inter^t equal to that which he would obtain elsewhere. 

1 Ibid.t para 29S. t 

2 Bow difficult this is may he seen from the figures of transfer abroad 
by British business concerns and by individuals given in the note prepiwcd 
by the Board of Inland BEvenue — App. XVDl to the C. C. Report, Much, 
naturally, depends on the area of the unit concerned, the patriotism of the 
people, and thdr connections abroad. ■ 

n “ The proprietor of stock is properly a citizen of the world Smith, 

Wealth of Nations, Vol. 11, (Ed. by Cannan) p. 333. 
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'^he difference in tax rales will be shifted on to the bor- 
rower, and onwards to the consumer,^' All this would be 
possible, but modern tax practices not only deprive any 
such transfer of this advantage, but even make it positively 
disadvantageous. (As long as a person continues to be the 
citizen of a State, he has to pay the tax to it on all his pro- 
ceeds, whatever their sources,^ except those derived from 
fixed property in other countries.) .-The State, to which the 
person has transferred his capital, also levies its tax on the 
income obtained from the capital employed in its territory. 
There is, thus, little possibility of a tax on interest being 
shifted to borrowers because of the existence of various 
States with varying tax practices.®/ 

So far, we have assumed thatithe tax on all factors of 
production is equal , It is usual, however, to distinguish in 
many countries betvveen earned and unearned incomes, and 
to tax the latter at a higher rate. Theorectically this does not 
matter, as it is not possible to transfer capital into labour. 
But in so far as the interest on capital employed in one’s 
own business is considered as “earned income,” the starting 
of their own business by persons having a good deal of capi- 
tal might be encouraged. However, due to the great diffi- 
culties and unlimited liability such an active business 
partnership will involve, the course is not likely to appeal 
to many. 

Tax on Profit 

The incidence of the tax on profits has proved the 
apple of discord hitherto. In the classic battle before the 
Colwyn Committee as to the incidence of this tax, the most 
elaborate and thorough defence of the viewpoint that the, 
incidence is on the tax-payer himself was made by Prof. 
Seligman and Mr. Coates. It is necessary to follow their 

1 In U, S. A., the Constitution forbids tlris practice as among different 
States of tbe Union. 

2 This will not apply to foreign cajiital employed in a State. Unless 
drastic measures arc taken to prevent its rvithdrawal, a lioas’y tajc may 
lead to its flight, A part of the tax may, thus, be shifted to borrowers through 
a shrinkage in capital supply- Where further doses of foreign capital are 
essential, shifting will be quicker and more certain. 
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viewpoint closely to appreciate the points at issue. Prof. 
Seligman contended that while there was only one price 
of a commodity in the market, its cost of production 
diSered greatly with producers due to difierences in ability,. 
Organizing power, and luck.'' The price of the commodity 
in normal times would equal the cost of production of the 
most dear unit actually sold. The marginal firm, thus, will 
be realizing no profits.^ A tax on net profits cannot, there- 
fore, aSect it. [ Since the price is fixed by the marginal cost 
of supply, the tax on profits will not affect prices. 

This line of argument concealed a great fallacy. It is- 
certainly an oft-repeated saying that the marginal firm 
makes no profits. But this is only true if the word “profits”' 
is used in a restricted sense. Profits in this statement mean 
the residue after aU the expenses of production including 
the wages of management, the recompense for risk, etc., have- 
been met. It is in this sense only that we can speak of profits 
as leading to expansion of production and their absence (both 
in a positive and negative sense) to maintaining production 
intact. 'When the word “profits” is used in its everyday 
meaning, the statement no longer holds true. The pro- 
ducer, who bears risk, and has to look after the managerial 
side, must get sufficient rewards if he is to continue in his 
business.® The income-tax laws tax not profits in the nar- 
rower sense, hut in the broader sense. They tax not only 
“profits” but also wages of management and rewards of 
risk. The person owning and running the marginal “no- 
profits” firm has to pay a tax, and the entire superstructure 
of Seligman based on the opposite assumption falls to the 
ground. 

Mr. Coates proceeded on quite different lines.^ He' 
submitted that “the broad trend of prices is governed by the 

1 App. xn, p. icn! ~~ ' ~~ 

2 “ Pronu: are the result ot the industrial process ; thev* represent not 
cost, hut surplus over cost” — Ibid., p. 120. 

a Prof. Sclitonan partially conceded this fact at times. “The man 
at -the mnrein, vrho maltes no proBt. or -who malccs only the minimum profits 
■wliich correspond to -wages of management or iccompcnse for tluj risk, pays 
no tax because he makes no profit or pays only a nopliciblo tax upon these 
minimum profits.” Ibid., p. 121. 

1 Appendix XI, pp. G8-71. 
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lowest or most efficient cost of production, that cost includ- 
ing normal profit and therefore such portion of normal 
profits as is taken by taxation of income.” But he contend- 
ed that in real life, due to the variations in human abihties 
and frequent changes in the consumers’ needs, fancies, 
purchasing power and scale of preferences, the prices sel- 
dom rule so high. Producers, in their search for addi- 
tional business and profits, often find themselves produc- 
ing their marginal units at a loss, and the less able among 
them make a loss even on the whole. By an imposing 
array of figures based on elaborate calculations,’' he show- 
ed that a material portion of the total turnover in many 
spheres of production was sold without any profits in U.K. 
The income tax would not .fall on these portions, so that 
there could be no higher prices because of the income tax. 

Mr. Coates came in for a severe man-handling at the 
hands of Dr. Robertson.® He pointed out that the 
difference between the two view-points, viz., of economic 
theory and of real life, could not be reduced to a “questioir 
of fact.” The appeal to statistics was of little use, as when 
an economist, or at least Marshall, talked of the “marginal 
cost of production” as fixing the market price, he did not 
mean that the cost of the actually* dearest unit put on the 
market determined price. The concept of the margin has 
essentially to be taken in conjunction with that of the “repre- 
sentative firm.” Marginal firms, in the only relevant sense 
of the word, must cover their full ’cost, for else there can 
be no special relation between price and marginal cost. 
The firm to subsist must meet all its production costs over 
a long period. In the short run, prices may fluctuate round 
these, but they cannot remain always below the costs. 

Fortunately, we need not rely on the dubious argu- 
ments of these two great champions to prove that a tax on 
net profits will stick where it is placed. Even as 
in the case ' of wages or interest, a simper line 

1 Jbid., pp. 73-85. 

2 Sec liis article : The Cohvyn Committee, Tlic Income Tax and the 
Trice T.ci’cl, Tile Economic Jouninl, 1937, pp. 5G8-581. 
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of argument is available, j Even if profits arc ati 
essential condition of bu smcs.s, sinc c^ih.e-Jta?c_Jjlls^.usi-. 
ness emiairvln'"cvci‘v~Birecti on. there is no taxlo-ss fiel d_fpr 
the'tax^rOTcr io r etire to. . His scale of preferences between 
trades remains fairly the same. Suppose, a producer 
obtained a profit of Rs. 100 from his production, and a tax of 
25 per cent on profits is levied. Ills net profits will now 
be only Rs. 75. Since profits in oilier occupations would 
be equally taxed, he will obtain less than these profit-s if be 
changes over to them. lie will, therefore, continue in his 
business Since the number of producers in the industry 
will remain the same as before, and since the amount they 
produce rvill also be maintained at the former level, no. 
higher prices can be charged. jThe incidence of the income- 
tax on profits will, therefore, be on the tax-payer himself., 

To this broad rule, there arc certain exceptions. As 
Seligman^ points out, in a sellers’ market the income tax 
may often be given as the reason for higher prices. This, 
however, is more an excuse than a cause of higher prices. 
It is quite likely that even in the absence of lliis tax, the 
seller would have exploited the advantage afforded by the 
market position to the full.^ In retail luxury trades, 
where the fashions change quickly and where the trader has 
to do much guesswork to anticipate the demand, when a 
tax is imposed, the dealer \vill prefer to follow the safer 
course of raising prices rather than taking any hazards hy 
maintaining old prices. The income tax that he has to pay 
is a certain loss to him; the reduction in sales, that may 
be the result of the rise in prices, is dubious.® 

So far, we have confined our discussion to a tax on 
profits under competitive conditions. Modern life, how- 

1 Appendices to the Report, p. 123. 

2 Since n concept of “ fair price ” plays an inaportant role in the deter- 
mination of market price, and customers’ Roodwill is of value to the seller, 
the existence of the tax focilitates the price rise, rrhich -would have hecn 
difficult ivilhout it. 

3 Here, ^re has-e not considered the unimportant exception of a seller, 
who is charging a price below the normal compeUtive level. Such bene- 
volent sellers arc rare ; and the advantage of their generosity does not go to 
final consumers, unless they happen to be the last link in the chain of dis- 
tribution. 
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ever, presents us with a great number of monopolies anti 
semi-monopolies. ; The monopolist fixes his price in such 
a way as to realize the maximum net gain^ The demand 
curve for him, even as for competitive businessmen, is fix 
ed; the cost of supply is also determined by factors beyond 
his control. But he can decide the quantity of the commo- 
dity to be produced. He may produce and supply only 
that quantity of the commodity, which will leave him 
with the greatest revenue. An income tax on net profits 
does not touch any of these factors, winch the monopolist 
takes into consideration in regulating his supply. The 
monopolist will therefore continue with the same supply, 
and the same prices will rule. A net tax on profits, even 
in the case of the monopolist, will stick on to him.’ 

We may, therefore, say with the Colwyn Committee,"' 
that the conclusion of the non-shifting of the income-tax 
holds "over practically the whole field and practically the 
whole of the time, any exceptions being local or temporary 
and insufficient to invalidate it.” 

•V. 

II. Some Problems in Income Tax 

'''l^Income tax, we have said, is the best weapon in the 
State armoury to adjust its taxation system to the require- 
ments of justice.'* But this can only be, if the incomes of 
all taxpayers are properly assessed.^ And this is, by no 
means, an easy task. Various injustices and inequities 
creep up in whatever method we may adopt. We can, only, 
select the least defective, and minimize the evils. 

Non-Monetary Advantages 

(a) Services in Kind from Oneself or One’s 
Family: \The income tax laws usually take account of 
only those goods and services, which have a money counter- 
part. The others have to be generally ignored, fso that an 
unintended discrimination is made between two persons of 

1 Report, para 321. 

2 Cf “.A. tax, whose justification lies in itsnccurateadjastmenttopcrsonal 
• ability to pay can only be successful, if it is actually so adjusted."” Report 

of the. Indian Taxation Enquiry Committee, para 220. 
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equal real incomes, one of whom has a greater non-monc- 
taiy income than the oilier. For example, of two person.^ 
having equal real incomes, one of %vhom works for nine 
hours in the office notl hires a gardener to v/ork in his 
garden for one hour a day, and the other works for eight 
hours at office and one hour at home in his garden, the 
first person will be worse off under our arrangement. Of 
two families,'' where in one the female members look after 
household work, and in the other they do some outeidc 
work entrusting household work to a cook and servants, 
the latter will have to pay more tax even if both the fami- 
lies have equal real incomes." As any reform of our pre- 
sent laws so as to take personal services in kind into 
account meets with insuperable difficultie.s, this discrimina- 
tion is bound to remain. Fortunately, the division of work 
has developed so much, that “one cannot go far towards 
making his house an autonomous society without severe 
penalty.”'^ Moreover, such serwees are usually the same 
in equal income groups. The higher the income scale, the 
less the value of such serv'ices, so that the income tax rates 
are made slightly more progressive due to this defect. The 
omission, therefore, is not of great importance. 

(b) Services of Consiuncrs’ Capital: But there is 
another failure, which is of greater significance. * The ser- 
vices rendered by the consumers’ capital like the use of 
one’s own house, furniture, etc., are, unlike personal ser- 
vices in. kind, capable of a considerable expansion. The 
richer the person, the more the advantages he derives 
from these, and the greater the chances he has of evading 
a part of his tax in this way. "Withm the same income 
group, the benefits derived from this practice vary with 
the consumption habits and the occupations of the indivi- 
duals. Men partaking actively in business are not able 
to take as much advantage of this as coupon-dippers. 

1 This illustration applies most to those countries, •where'a familvTs 
the taxable ■unit. In India, it is not so. 

2 Tills injustice is partly retrieved in U. K. by an extra alloTVancc, 
■when the wife is earrung. 

a Simons, p. 113. 
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I Persons, whose occupations require a constant shifting of 
places, are less benefited than those wedded to a particular 
locality. ^The only attempt made to redress this inequality 
so far has been with regard to houses. In many countries, 
in computing the income of a person staying in his own 
house, the rent he would get if he let it to others is taken 
into account, 1 \ In India, residential house-property, though 
it yields no monetary income, is charged at the rate it 
would have been if rented.^ j Other forms of consumers’ 
capital are not charged anywhere, presumably because the 
practice of hiring them has not yet sprung up. If it does, 
the Governments will have to take into account, as in the 
case of houses, the non-monetary advantages derived by 
the owners from using them. 

(c) Advantages Incidental to Nature of Ser- 
vice; Some services have many advantages appended to 
them. Take, for example, a salesman employed in a high 
class jeweller's firm. His firm pays to him not only his 
salary but also reimburses him for the cost incurred in the 
excellent dinners and entertainments, which he stands to 
rich customers. It may appear at first sight that such a 
person should be taxed higher than other persons having 
the same money incomes. A little reflection, however, 
makes us pause. Suppose he detests those dinners and 
entertainments, and undergoes them only as a part of the 
job he is being paid for. Even if this appears imlikely, it 
is quite probable that left to himself, he would have pre- 
ferred other things. Few servants, for example, if they 
did not get their livery would spend the same amount on 
clothes, so that the entire price of their liveries cannot be 
added to their nominal wages to determine their "incomes.” 
How much of the value of the clothes should be counted 
as a part of their incomes is a great problem. And, as we 
go up in the income scales, where such “benefits” attached 
to the service may have even a disutility, the problem be- 
comes insoluble. The British law decides this point very 


1 In U. S. A., however, this is not done. 

2 Indian Income-Tax Act, Sec. 9, 
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finely. Acting on the criterion of realization, it holds that 
perquisites are taxable as income only where the tax-payer 
is free to convert them into cash.^* ITie Indian Income Tax 
Act makes all perquisites the employee gets from his em- 
ployer taxable, unless they have been given by the con- 
ditions of his employment wholly, necessarily, and exclu- 
sively in the performances of his duties."'^ However,] as 
rent is a compulsory item in a family’s budget, and does 
not vary much within the same income group, all rent- 
free quarters are considered as an addition to the em- 
ployee’s income.^ 

Regular and Irregular Incomes 

Hitherto, we have defined income as a flow; but much 
depends on whether we think it essential that the flow to 
be considered as income must be regular. [ The general 
stability in Britain has led it to regard regularity as an 
essential characteristic of income;® capital gains and 
casual earnings not connected with regular business are 
not liable to any income tax. On the other hand, in U.S.A., 
where fortunes easily accumulate and as easily disappear, 
ail these earnings, with the exception of those obtained 
from tmilateral transactions like gifts, bequests, etc., are 
considered income. The Indian law follows the British 
practice, and specifically provides that any receipts of a 
casual or non-recurring nature not arising from business, 
profession, etc., should not be considered as income."’- The 
advisability of the U.SA. practice cannot be daresaid on 
theoretical grounds. Even irregular earnings certainly in- 
crease the individual’s ability to pay. Rich persons make 
considerable money in this way; and the greater 'a per- 
son’s income, the more his chances of making such profits 
due to his greater knowledge of the market and the advan- 

1 Sec. 4 (3) (vi) and Sec. 7. 

2 Sec. 7, Exp. 1. 

3 The Royal Commission on the Income Tax (1020) ho-wever -were in 
favour of regarding casual receipts as income. — Report, para 88. 

4 Sec. 4 (3) (vii). 
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•tage of his riches.'' To ignore, therefore, capital and casual 
gains is to render the income tax rates much less progres- 
sive than they seem in the higher ranges of income. Of 
course, the provision for taxing such gains will also neces- 
sitate a parallel provision for losses; and it may be, as is 
often argued, that the State gains little in the bargain. 
Our criterion, however, being justice, and not productivity, 
this apology for the British practice cannot satisfy us.^ 

The Time Element in Income 

It is absolutely imperative that income should be 
defined as the flow within a certain period. Usually one 
thinks — or rather the income tax payers think — m terms 
of a year. But there is no sanctity about this period.^ Its 
fixation is more a matter of administrative convenience 
than of any principle. Nonetheless, it gives rise to many 
troublesome questions, the most important being due to the 
fluctuating character of incomes in certain businesses. If 
businessmen are asked to pay taxes every year on the basis 
of the profits of their previous year, a businessman with 
an irregular income may suffer as against one with fixed 
income,'^ especially when the income tax rates are pro- 
gressive, and the level of exemption is fairly high. Suppose, 
for example, that the rates are 2 annas for all incomes 
between Rs. 10,000-Rs. 50,000 and 4 annas for profits 
above Rs. 50,000, and the level of exemption is fixed at 
Rs. 10,000. Take two firms, one of them engaged in a trade 
yielding a fixed income of Rs. 40,000 a year, and another 


1 In U.S.A., for tlic year 1020, those with incomes between §150,000- 
$1,000,000 derived -tO per cent of their total income from capital gains ; 
persons with incomes above $1,000,000 derived about J of their income in 
lliis way. About 00 per cent of tins capital sain is derived from sales of 
Stochs and bonds. — Green, pp. 122 and 12 1. 

‘2 Tlie unfairness of taxing a capital gain accruing over a number of 
years as it it were an income received during one year can be removed by 
a practice on the U. S. A. lines of regarding such a gain as amounting to a 
p.articular fraction of the regular ineomc, the exact fraction varying with tive 
number of years the properly had been held. ' 

3 Tltc labourer tliinks of the week as the right imit, the salary earner 
of the month. 

4 It must he admitted as against tliis that in some cases risky businesses 
may also be at an advantage, but sucii cases arc less frequent. 
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engaged in a rislcy trade, and faring very nnevenly in 
different years, its profits being in a cycle of three years 
Es. 60,000, Rs. 40,000 and Rs. 20,000 respectively. In the 
only sense of the word "income" that matters, both of them 
have equal incomes. Yet, under our income tax system, 
the first firm will be asked to pay an income tax of 
Rs. 15,000 in three years, the second will have to pay 
Rs. 22,500. This is very unfair to those engaged in risky 
industries. To remove this defect, various expedients have 
been suggested, and resorted to. U.K., for example, had 
adopted for some years the three-year average system. 
This, however, has other adverse effects; it hits a taxpayer 
hard, when his income is falling and vice -uersa.’ Another 
way to remedy this is to make a provision whereby the 
loss incurred in one year can be offset against gams mad'' 
in subsequent years. In Groat Britain, business losses can 
be carried forward for six subsequent years against busi- 
ness gains. It is essential to remember that whereas this 
system does provide relief in cases where the busln‘e;s 
makes a loss one year and a gain another year, where the 
fluctuations are confined to profits only and there are no 
losses (the case we have considered just before) the situa- 
tion remains as bad. 

In India in spite of the recommendations of a Com- 
mittee,® upto 1939 there was no provision for any sort of 
relief, whereby losses could be carried forward and set 
off against future gains. But from the year of assessment 
ending 31-3-1940, a provision has been made for setting off 
previous losses against gains from the same business, pro- 


1 Take, for example, a person wlvo 1ms an ineome for six years of 
Es. 40,000, Rs. 80,000, Rs. 30,000.— Rs. 50,000, Rs. 40,000 and Rs, 1,00,000 
rcspcctivdy, and let the tax he a proportional one at the rate of 2 annas in 
a rupee. In tiic fourth year, on the three-year avcr.agc system, he will 
have to pay a tax on Rs. 50,000, i.e., Rs. 0,230 as Income tax. In the fifth 
year, he %viH have to pay a tax on Rs. 20,000, i.e., Rs. 2,300, though actually 
he has made a loss in the preceding year. In the seventh year, he will have 
to pay only on Rs. 30,000 though he has actually made a profit Of 1 lakh 
in the preceding year. 

2 “It seems to them that the_ substantial justice of the claim to be 
permitted to set-olT cannot be denied.” — ^Report of tlie Indian Taxation 
Enquiry Committee, para 230. 
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iession or vocation in future years. I The maximum time 

for which losses can be carried forward is six years.! 

I 

Tax-Exempt Securities 

So far, we have seen cases, where there was room for 
difference of opinion among experts, and where the govern- 
ments’ policy, however mistaken, could be bona fide. In 
tax-exempt securities, we have a case where the govern- 
ments flout the considered unanimous opinion of econo- 
mists and must therefore shoulder the whole blame upon 
themselves. The floating of such securities gives a tem- 
porary advantage to the government, and it may be argued 
as in the case of U.S.A, securities that any possible loss 
in future revenue is more than compensated for by the 
favourable terms on which such loans can be floated.’ 
This is possible, but the greater productivity of such loans 
cannot hide their hideous injustice. Generally in the 
premia put on these loans, only the prevalent income tax 
rates could have been taken into accoimt. Any rise in 
rates after this period is an underserved advantage to the 
purchasers of the loans. Moreover, the benefits they confer 
vary with various' income groups. The richer a person, the 
more valuable the tax-exemption provision is to him. The 
floatation of tax-exempt securities means, therefore, an 
.avenue for the rich to escape the tax, and even among the 
rich the advantage is to the rentiers. 

The evil of tax-exempt securities has assumed alarm- 
ing proportions in IT.S.A. Constitutional provisions^ and 
rivalries between States and the Centre have resulted in a 
■colossal amount of such securities.^ In India tax-exempt 


1 “ If tlic income tax had been applied in full to all future issues of 
these bonds, the inereased interest cost would nearly otrset the additiona 
revenues secured ”. Report on Prevention of Tax Avoidance issued by Ways 
and Means Committee, 103 1, quoted in Green, p. Gj. 

2 Green, p. SO. 

3 On 31st August, 1933, the U. S. A. had tax-exempt securities amount- 
ing to about 822,723 millions of wliich only 812,860 millions were subject to 
super-tax. In addition. State and local bonds amounted to $17,800 millions. 
These were exempt from federal income taxes by Conslitutioa and usually 
rdso from the State income taxation by State laws. — I6td, p. C5 fn. 10. 
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securities account for only a small part of the public debt. 
In 1940, the tax-exempt securities amounted to about Rs. 57 
crores, and the income from them was only 1.6 per cent 
of the total income liable to income-tax. The interest on 
these securities is itself liable to super -tax, and is also 
iaken into account in determining the income tax rates 
on other income. 

m. Anomalies and Problems of Indian Income Taxation 

Upto now, we have been considering the general in- 
equities arising from the practical difficulties in the task 
of computing income. These inequities have not been rp- 
moved in many parts of the world, and if the Indian gov- 
ernment erred, it at least had the consolation of doing so in 
honourable company. But there are many other cases 
where either because of its desire to favour its British mas- 
ters, or to create in India a class favourable to its rule, or 
because of the exceptional Indian circumstances, the Indian 
government has added a great many other inequities to our 
income tax system. We shall examine here a few impor- 
tant ones. 

^ Exemption of Agricultural Income 

The most notable instance of this is the exemption of 
agricultural income from income tax."* -The Indian Income 
Tax Act has always specifically exempted agricultural in- 
come from income tax. While this is a necessity after 1937 
because of the division of revenue resources between the 
provinces and the Centre tmder the Government of India 
Act, 1935, in the past it had no justification either in theory 
or in history. The Indian Taxation Enquiry Committee 
nad recognized the grave injustice of this exemption, but 
had not recommended its abolition on administrative 
groimds and because of the prevalent feeling.® It is true 
that the agriculturist is less conscious of his income than 
the businessman, and to assess him is a task full of diffi- 


1 Sec. 4 (3) (vii!). 

2 Report, paras 203-208. 



INCOME-TAXES 


59 


culties. i Bu( on some such presumption as that adopted in 
XI.K.,’’ the difficulty could have been got over. However 
ox-ude the assumption, tlie bringing of agricultural incomes 
within the income tax fold would have meant a great im- 
provement. Tlie administratioix would not have been diffi- 
cult, as only a small percentage of agriculturists has tax- 
able incomes, j In view of the present constitution, the best 
that the Central Government can do now is to take the 
income from agriculture into account in levj'ing the rate 
on non-agricultural income.® j 

Income from agriculture has become a provincial 
source of taxation since 1937., The popular ministries in 
three provinces, Assam, Bihar and Bengal have dared break 
through the prevalent psychology, and have taxed income 
from agriculture. The controversy of generations has been 
set at rest. But still, equity has remained unsatisfied even 
in these three provinces. The rates of tax levied have 
been low, E.g., in Assam and Bihar the rates have been 
broadly the same as those on non-agricultural incomes 
under the 1939 Finance Act, but no super-tax is levied. 
Non-agricultural incomes are not taken into account in 
deciding the rate of the tax.® Madras is thinking of levy- 
ing an agricultural income-tax. The other provinces, part- 
ly due to the suspension of popular Ministries and partly 
due to powerful influences of the landlords, have not yet 
followed this example. The income from this source is 
expected to be only Rs. 97 laklxs in 1945-46. 

Treatment of Hindu Joint Families 

Another problem, that has arisen from the failure of 
the Income Tax Act to adapt itself to the special circum- 
stances of India, is the treatment of the incomes of joint 

1 For n full account, see Chap. VI. 

2 TIic Indian Taxation Enquiry Committee urged tlie adoption of sucli 
a practice, if it -iv.-is “administratively feasible, and practically worthwhile, 
para 2C9. Tlie Income Tax Enquiry Report, 1930, was in favour of tliis 
(page 7 ). 

!} As ivc have pointed out before, in deciding tax on non-agricultural 
incomes, agricultural incomes are not token into account. This adds to the- 
inequity. 
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family members.'' j The Hindu Joint Family is considered 
by law only a “person," and has to pay income tax at the 
same rate as any other individuaL^, This has naturally 
provoked a great protest. The joint family is often com- 
posed of a large number of adult males, and to treat their 
joint income, as if it were the income only of one person, 
puts them to great hardship. To argue that the remedy of 
this injustice is with the members of the joint family only, 
that it is within their power to demand partition if they; 
choose and thus be taxed at the rates appropriate to their 
individual incomes, ^ is callous. ) It shows ignorance of 
that fundamental principle laid down by the U.S.A. 
Supreme Court that the power to tax must not be used as 
a power to destroy, especially so when the legislatures 
have not decided to destroy. We must, therefore, either 
give the joint family a certain allowance per coparcener, 
or, still better, treat it as a registered partnership of its 
coparceners, . The latter course will give us a threefold 
advantage. It will remove the present grievance of the 
Hindu joint family. At the same time, it wiU remove two 
other inequities under the present tax system. At present, 
since the separate incomes of its coparceners ate not taken, 
into account when taxing the joint family income, the joint 
family income is sometimes, especially after the passing of 
the Hindu Gains of Learning Act, assessed at a lower rate 
than it would have been if divided among its ’members. 
Also, since the income of the joint family is not considered 
when charging the tax on the members’ individual incomes, 
many persons having a good income from the joint family 

1 Tlie income-tax paying Hindu undivided families’ income formed 
about 13% the total incomes of the income-tax paying class in 1938-30- 

2 Income Tax Act, Sec. 2 (9). Before the Finance Act of 1939 the 
joint Hindu family was given a concession in Super tax, which commenced 
at a higher income level in its case. 

3 “On the other hand, it may be pointed out that. .. .disruption, 
with its consequent effect upon the Income Tax lijibility, is a matter entirely 
within its control Income Tax Enquiry Report, p. 24f. In fairness to the 
Committee, it must be noted that in fixation of specimen income tax rates, 
they provided for each slab being double in tlie case of a joint family con- 

- sfcting of more than one adult married male member. They, also, recom- 
mended some other changes, revenue permitting, which would have removed 
much of this inequity. 
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property escape a part of the tax burden l^at they ought 
to bear. Though according to the concept of Hindu Law 
the joint family is much more than a partnership, as the 
number of co-sharers is fluctuating, ,this treatment is essen- 
tial, if justice is to be realized. | 

Unregistered Firms 

The treatment given to imregistered firms is another 
grave anomaly of our Act. While all the partners of a 
registered partnership are taxed on their total incomes at 
appropriate rates, { unregistered partnerships are treated as 
individual separate entities.: There is no provision for re- 
funds, jWhere the share of a partner in such a firm is taxed 
at a greater rate than that wairanted by his total income. 
This presses very hard on those, who have no income from 
other sources. Those, to whom partnership income is only 
subsidiary, are let off lightly. ) 

These two complaints received the attention of the 
Income Tax Enquiry Committee,’' which made a powerful 
defence of the existing system. They pointed out that tlie 
taxation of unregistered firms as individuals was not due 
to any desire to discriminate against them, but due to the 
great difficulties that income tax authorities had in deter- 
mining the terms of partnership, and the shares of the 
different partners in such a firm. To alleviate the serious- 
ness of this evil, the Committee recommended that greater 
facilities be provided for registration, and that the public 
should be better informed about them. This would prevent 
,the suffering of persons, who did not register their firms 
through ignorance or inertia. As for others, who still con- 
tinued as partners of an unregistered firm, the only reason 
could be that their shares were nebulous, and this was their 
own fault. I In order to prevent evasion through creation 
of unregistered partnerships, the Committee recommended 
that power be given to the income tax officers to treat them 
as registered, if they were satisfied that non-rpgistration 


1 Ibid., pp. 20-22, 
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meant payment of a lighter tax in their case. This recom- 
mendation has been given effect to in the recent Act.^ / 


Individual Basis of Assessment 


Another feature that distinguishes the Indian Income 
Tax from that in the United Kingdom is taking the indivi- 
dual as a basis of assessment. ! In U.K., the incomes of the 
husband and the wife are treated as one. They have the 
option, if they so choose, to have separate assessments but 
each will be charged on his or her income at the rate appro- 
priate to the combined income. This had aroused very 
bitter controversy in Britain.^ Why tire position of 
two persons who marry should be rendered worse 
from the income tax point of view than that of the 
two living separately, or why two married persons living 
together should be treated worse than a father and a 
daughter or two sisters staying together was beyond the 
comprehension of many persons.® • The controversy has 
now whittled down. It is now recognized that in modern 
society, husband and wife are wielded together by stronger 
ties than any other two persons staying together, and that 
they have a much greater interest in common.*^ | A com- 
mon household of two is certainly cheaper than two houses 
' of one each, and the services of the wife in kind render the 
household still cheaper.^ It is, therefore, quite correct to 
tax the two jointly. - Moreover, the great possibilities of 
evasion, that the close relationship would render, easj' if 
the two were assessed separately, make imperative the 
taxing of the two together. 

In India, the incomes of the couple are taxed separate- 
ly. The Income Tax Enquiry Co mmittee recommended 

1 Sec. 23 (5) {!). In 1938-39, the incomes of the unregistered partner 
slops liable to incomc-taxsvere only 4% of the total incomes of the income- 

taxpaying class. 


2 Hon- bitter the controversy -was mav he seen from the follon-inn- 
remark madeon this system by a member of a Roval Commission "This is 
a beautiful rclationsWp; let us tax it extra".— Report of the Roval Com- 
mission on Income Tax (1920), p. 153. 

3 Rifd, pp. 153-100. 

•t If the incomes of the two arc taxed scparatelv, couples -H-itli canal 
incomes would pay unequal taxes. " ' 
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that the family should be treated as one unitJ^ The 
Amendment Bill of 19311 made a provision for carrying out 
this recommendation.® The Select Committee, however, 
dropped it,^ so that the position continues as before. Tlie 
already elaborate provi.$ions to prevent transfers of income 
between husband and wife have been made more elaborate.''' 

Marriage and Family Allowances 

jThe Indian Tax system provides no marriage and 
family allowances, which are essential both on ability and 
compensatory grounds. Since marriage is almost universal 
in India, we have no need of marriage allowances.! ' But 
child allowances are certainly a crying need., And the 
administrative objection that the absence of registration of 
births, marriages, and deaths in India will lead to great 
fraud® ought not to be allowed to stand in the way of this 
urgent demand of justice. It is certainly within the power 
of the Income Tax Officer to gel a fairly precise knowledge 
of these things and frauds arc likely to be few. Enquiries 
into the size of a family are no more of "inquisitorial 
nature” than other numerous enquiries that are made to- 
day by the tax officers. If it is not found possible to have 
fiat rate allowances per child, at least we ought to be able 
to incorporate Dr. Rao’s suggestion of giving allowances ' 
for school-going children.® 

Earned and Unearned Incomes 

Tlie need to differentiate between earned and 
unearned incomes had been urged repeatedly in India, but 
till March 1945 it had not found favour with the 
Government. The usual- ground given for this rejection 
had been that we have no large class of rentiers depend- 

3 Report, pp. 19-20. 

2 Set. Vt (i). There was one minor (tifforence compared rvitU U. IC. 
Separate assessments for tlie husband and wife arc at their request in U. K. 
licrc, they svere provided for in every case. 

a Report of the Select Committee on the Income Tax Amendment Hiil. 

4 Income Tax Act, Sec. 10 (3) (1) . ' 

.I Report of the Indian Taxation Enquiry Committee, para 241. 

(i Taxation of Income in India, p. 248. ' 
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ing on income from investments, and the larger part of this 
pTT»an class derives its income from land which has not 
been taxed. It was, therefore, unfair to treat differentially 
the small unearned income from non-agricultural invest- 
ment.'' This argument was surprising. To continue tO’ 
exempt agricultural income inspite of its little justification 
in equity or history, and at the same time to refuse to in- 
troduce another measure of justice on this ground^ was a 
travesty of reasoning. In 1945, however, a provision was 
made in the Finance Act for exempting on the British, 
analogy one-tenth of the earned income from income-tax. 
the maximum exemption being Rs. 2,000. ‘ 

System of Graduation 

The sj^stem of computing income tax in India suffered 
upto 1939 from another grave defect. It followed the 
‘step’ system of graduation. Specified rates were laid 
down for the whole of the income, and not separately for 
different parts of the income. The result was {hat the 
tax payable did not rise gradually, but moved in jumps. 
Incomes just above a certain level had to pay a much 
higher income tax than those just below. ' For example, at 
the 1936-37 income tax rates, a man %vith an income of 
Rs. 15,500 paid a tax of Rs. 1,399 compared with that of 
Rs. 1,015 which a person earning Rs. 14,999 paid — an in- 
crease in the tax of Rs. 384 on an increase of Rs. 551 in 
income^ i.e. a rate of 11 annas per rupee. There were 
even cases, where a person would actually be better off 
if he earned less. For instance a person with an income 
of 'Rs. 2,016 would, under the old system, have to pay an 
income tax of Rs. 63, i.e., his post-taxed income would only 
be Rs. 1,953. A pCTson earning Rs. 1,999 only would retain 
his whole income. The Income Tax Act gave same relief 
in this extreme case, but could do nothing in less extreme 
cases of the first kind. 

1 Ileport of the Indian Tajcation Enquire Committee, para 242 ; Income 
Tax Enquiry Report, p. 15. 

2 “ Tlic ease -would he different if at any time incomes derived from 
apriculturc -were made liable to the tax. ’’—Indian Taxation Committee- 
Report, para 242. 

.'t Income Tax Enquiry Report, p. 13. 
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To remedy this defect, the Income Tax Act has been 
amended since 1939. The system now adopted is the “slab” 
system,'^ which we already had earlier with regard to super- 
tax. 'Jncome tax has now to be calculated on different 
slices of income, so that all the earlier absurdities have been 
removed. Only one such defect now remains; the first 
instalment of the tax starts at Rs. 1,500, though the exemp- 
tion level is Rs. 2,000.'' A person with an income of 
Rs. 2,001 will, therefore, have to pay a tax on Rs. 501 at 
fhe rate fixed, say at 9 pies i.e. a tax of more than Rs. 23.^ 
To provide relief in such cases it is laid down that the in- 
come tax should in no case exceed half the amount by 
which the total income exceeds Rs. 2,000. 

Exemption Level 

Since the income tax is best fitted to achieve justice in 
taxation, the ideal course is to begin to levy an income tax 
very near the lowest income group, which, we think, should 
contribute something to the State coffers. Administrative 
considerations, however, often rule out such a course. The 
trouble and toil consequent on bringing within the fold of 
income tax a larger number of assessees, whose tax payment 
per capita will be small, is not worthwhile at a certain 
stage. The exemption level has, therefore, often to be fixed 
much higher. /In case of India, we think, a level of Rs. 1,000 
for unearned incomes will be feasible. The exemption 
level was in Britain before the war much higher — ^Rs. 3,600 
for married persons with three children having all their 
income from investment and Rs. 6,000 when the income 
was wholly earned.® But the per capita income in U.K. is 
computed to be sixteen times that in India, 1 and the cost 
of living for the classes in view, though not proportionately 


1 Since April, 1943, the cvcmplion level for earned incomes is Rs. 2,2225- 

2 Holds good now only of unearned incomes. 

3 Tiie comparison made is between the general exemption level in India 
and the exemption level in U. K. of a married person witb three cliildrcn. 
This is ncccss,arj* because of the absence of m.amage and family allowances 
in India. rtV/c"Xiyogi — Ewhition of Income Tax in India, p. 217. 
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high, is much higher than that in India. ■> In view of this, an 
exemption level of Rs. 1,000 should not be considered low 
even by the classes affected.^ Besides it must be remember- 
ed that the question is not of the total money sacrifice, but 
of its distribution. The choice is not between a person of 
Rs. 1,000 paying no income tax and his paying one, but 
whether a person of the lower income group will bear a 
greater burden than he.^ From the viewpoint of justice 
the choice is obvious. 

Rates 

In tire levying of income tax the problem of rate fixa- 
tion is a very important one. Since income tax is the best 
instrument to realize a steeply progressive tax sj'stem, the 
rates must be fixed with proper regard to those considera- 
tions, which we have set out in Chapter I. The actua^ 
rates, that must be imposed, will depend on the degree ot 
progression we want in oixr tax system and the iacidencq 
of other taxes on the various income-groups.*’- 

The rates laid down in the Finance Act, 1939, did not 
pay sufficient regard to these considerations. The income 
lax that persons with different incomes paid during 1939-40 
is given below. For purposes of comparison, a table show- 
ing the taxes that married persons with three children 
paid in U.K. in 1938-39 is also given. 


1 We do not imply tlvot tUe States actually pay, or sliould pay, any 
great attention to the cost of living, except in so far as the costs pertain to 
necessaries of efficiency. In a poor country, even the richer sections must 
learn to live on smaller incomes. 

2 We are not taking into account the higher level of prices, -^vhich has 
more than doubled the cost ot Uving to-day. tVhethcr they are only a tem- 
porally phenomenon, -nvIucIi will end with the war, or -nhether a great part 
of them will be pernmnent will depend much on State policy, and cannot be 
exactly foreseen now. 

3 It is the experience of almost all countries that the tax burden tends 
to be regressive among the non income-tax paying groups. A greater de- 
velopment of luxupr taxation may, perliaps, partly remove this regression 
but in view of their elastic demand and other dillioulties (vide Chap. VII), 
much cannot be expected. 

4 As Mrly as 1801, a Select Committee of the House of Commons pointed 
out the injustice of making " any alteration in the present incidence of the 
Income Tax without, at the same time, -taking into consideration the pressure 
of other taxation upon the various interests of the country Quoted in 
Report of the Royal Commission on the Income Tax (1920), para 7. 
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Income Tax in India in 1939-40 


Income. 

Income Tax as percentage 
of Income. 

Rs. 

, 

3,000 

2.3 

5,000 

3.8 

10,000 

5.6 

15,000 

7.9 

25,000 

11.0 

35,000 

14.1 

55,000 

19.3 

125,000 

27.7 

200,000 

32.5 

350,000 

' 38.7 

500,000 

43.0 

1,000,000 

51.2 

2,000,000 

55.3 

3,000,000 

50.0 

Limit 59.4 


Income Tax and Sur Tax in XJ.K. for 1938-39 


Married Couple with three children 


Income 

Earned Income 

Investment Income 


Tux in 1 
£ s. d, 1 

Ta.': as % 
of income 

Tax in 
£ s. d. 

Tax as % 
of income 

S 390 (Rs. 4,000) . . 

S 400 (Rs. 5,833}) .. 

£500 (Rs, 0,060?) . . 

£1.000 (Rs. 13,333}) 

£2.000 (Rs. 20,000?) 

£5,000 (Rs. CG,CG6J) 

£10,000 (Rs. 1,33,333}) 

£30,000 (Rs. 0,60,000}) 

3 0 8 
95 2 0 
342 12 0 
LSO t 10 0 
4,002 0 0 
29,499 10 0 

0.7 

9.5 

17.1 

30.1 

40.0 

59.0 

3 0 8 
12 13 0 
150 2 0 
423 2 0 
1,587 0 0 
4,144 10 0 
29,582 0 0 

0.8 

2,5 

15.0 

21.3 

31 .7 

41.4 

59,2 


Limit 75% 


From a comparison of the two tables, the following 
points emerge: — 

(a) Though, as we have seen earlier,' the Indan ex-- 
emption level is .jrnuch* lower than that in U.K., once the 
British exelSiption level is passed the Indian income tax 
rates .la'rflf^' behind., This is unfortunate, as the marginal 

, utility oi'-mohey' fa|is rapidly precisely at those stages. 

' Luxury taxatioUi Jiowever. well-developed, can hardly com- 
pensate for this. ■“ 

(b) ^Not onlj"^ the rate of progression is lower in India 
but also the maximum rates are much lower. There is a 
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difference of as much as 15 per cent in the maximum taiv 
rates, j 

Increase in Rates During the War 

The great need for revenues during the war has com- 
pelled the Central Government to increase . every year 
since the Supplementary Budget of 1940 the income tax 
rates. The percentage of income, that will have to be paid 
by various income groups for the year 1945-46, is shown 
below: — 


Income, 

% of Income paid by way of income 
and super taxes. 

Earned fccome Investment Income 

Rs. 



3,000 

3.1' 

3.9' 

5,000 

4.7' 

5.5' 

10,000 

8.0 

9.2 

15,000 

11.8 

13.5 

21,000 

15.3 

18.1 

30,000 

31.7 

23.7 

50,000 

33,6 

34.8 

70,000 

41. C 

42.5 

1,00,000 

4S.4 

49.0 

2,00,000 

59.7 

00,0 

3,00,000 

6C.4 

06.6 

5,00.000 

73.0 

73.7 

10,00,000 

84.4 

84.5 

20,00,000 

89. 9 

89.9 

30,00,000 

01.7 

91 .7 


A glance at the table will show that the earlier defects 
still persist. The progression in rates at the earlier stages 
remain little. The maximum rates, however, are now con- 
siderably more satisfactory. We hope that this feature of 
the war-time income tax structure is retained in the post- 
war period. 

B. PARTIAL INCOME TAXES 
EmplojTuent Tax > ' ^ 

(a) Flat Rate Taxes; The'Gdvcrrvhctrf' hr' ihrlia' Act 
1935, made the tax on “professions. and 

employments” a provincial ^m-chof re.veh’Se: and some of 

1 The actual burden on person.*! "nith incomes hcUveen Hs. 2,000 and 
Its. fi.oOO -teas lorccr by 4 per cent, as this amoimt rras funded for their bene- 
fit, and T:as to be returned to them nftcr the tvar. 
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the provinces were not slow to take advantage of this. The 
Central Provinces were the first to act. By the C.P. and 
Berar Finance Act, 1938, every person carrying on a trade, 
business, or profession either by himself or through his 
agent, or in employment in the province, and assessed to 
income tax in British India during the preceding year, had 
to pay a quarterly tax of seven rupees. Bengal followed 
this, example, and in the Finance Year 1939 levied a 
similar'' tax of Rs. 30 a year. 

Since the taxes are levied at a flat rate on all persons 
having incomes above the exemption level, which is far 
above the level of subsistence, there is no chance of their 
being shifted. They will rest on the taxpayers, and will 
be felt as burdensome by the lower income groups. 

(b) Progressive Rates: The more interesting attempt 
in the direction, which however did not succeed, was that 
made by the United Provinces Employment Tax Bill, 1939. 
The tax was to be levied on all salaries exceeding Rs. 2,500 
earned in the province. Various scales of taxes were laid 
down for different income groups. The rates were pro- 
gressive, and amounted to as much as 10 per cent, on the 
higher incomes. The tax varied from the Central Govern- 
ment income tax in two important respects: — 

(a) It was not to be levied on or with reference to the 
total income of an individual but only on the salary earn- 
ed in the province by him. (b) The amounts of tax to be 
paid were not laid down as so many pies per rupee, but 
they were fixed in lump sums for various income groups. 
However, as the limits were very narrow in the lower 
groups, this did not make a great difference.® 

The tax being on all salaries earned in the province, 
there was no alternative taxless field to which the poten- 

1 There -was, Uovrca’cr, one imponrlant differcnec. Under tlic C. 1’. .'Vet, 
1938, a person paying a similnr tax imposed prior to 1 . 1 - 2-38 by any focal 
auUiority liad only to pay the difference to tlic Provincial Government. 

In Bengal, he had to pay’ the entire tax. 

2 Tor a fuller discussion, m’de Report of tlie Resources and the Retrcncfi- 
TOcnt Committee, Punjab Government, para 200. 
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tial taxpayers could go except to another province, i or to 
some private business.^ Migration to another province for 
a high salaried man is very difficult; starting one’s own 
business, though it cannot be entirely be ruled out, is only 
possible in a few cases. The tax was, thus, likely to rest 
on the tax-payer himself. The salaried person, who is con- 
sidered as deserving of special consideration in other coun- 
tries, would have been heavily penalized. 

The Governor-General, for whose consideration the Bill 
was reserved, felt that such a tax would seriously impede 
the taxable capacity in the Central field. The right cour.se 
in this case would have been a reference to the Federal 
Court, Instead, the Parliament was made to intervene, and 
limit the provincial power to tax professions, etc., to a limit 
of Rs. 50 only. In view of this limit, no experiments on the 
U.P. lines are likely. The tax is expected to yield only 
Rs. 12 lakhs in 1945-46. 

Properly Tax 

In addition to the Agricultural Income Tax and the Tax 
on Employment, some of the provinces have also imposed 
a tax on urban immovable property. The first in the field 
was the Bombay Government, which, in order to finance 
its prohibition scheme, imposed a property tax in Bombay 
and Ahmedabad. The rate of the tax was originally fixed 
at 10 per cent on the net rental value. In case of properties 
yielding less than Rs. 2,000 per annum, the tax was to be 
le\ned at 5 per cent only. In view of the increase in excise 
revenues consequent on the relaxations in the prohibition 
policy necessitated because of the High Court decisions, the 
faxes were progressively reduced, till in April 1944 
they were levied at 7 per cent and 34 per cent respectively. 
In 1945-46 budget the link between the excise revenues and 
the rates of the property tax have been snapped. The 

1 In the case of C. P. and Bengal employment taxes, we have not tahen 
up tms question, as they do not amount to more than 14 per cent at the 
most- 

2 A joint stock company could not have helped, for directors, agents, 
ond corporations were considered as employees for the purpose of this tax. 
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Punjab levied an Urban Immovable Property Tax in 1940. 
The tax is estimated to bring in 129 lakhs of rupees m 

1945-1946. , , , 

The incidence and justice of a tax on rent are hard to 
determine. The supply of housing accommodation is in- 
elastic. In the growing cities, the demand for them . 
always rising. In view of this, the property owners some- 
times get greater than fair returns. A tax on rent m such 
a case cannot lead to a decrease in house-bmlding actm y, 
is not likely to be shifted, and is not unjust.^ 
where the houseowners are only getting a fair rent, the 
shifting is likely to take time. In such a case, both m its 
effects and in its incidence, the tax will prove undesirable. 
The property owner will be taxed heavier than other per- 
sons with equal incomes from other fields of mvestmen . 
This will have an effect on the housing activity m the long 
run, and the shortage of housing accommodation may be- 
come chronic. The profits made by property owners in 
cities where the property tax is imposed are not Imown, 
and therefore no conclusion regarding the actual incidence 
is possible. The Bombay Act has, however, made shiftings 
impossible, at least iUegaU in those cases, where the rent 
paid by a tenant was less than Rs. 80^= In vxew of the 
failure of the Bombay Rent Enquiry Committee to come 
to any conclusion on the question of returns to property 
owners from their property this was unwise. 


1 tllc£?»t i<! not necessarily impossible, not even JwwaWe 

City, duri^R the years 191S-102S. rvhen of 

nntoimt of evasion took place throupU the pn;nw .>•> • P 

the Bombiiy Kent Enquirj' ComnnUce, p.na 81. 

2 Kv Acts issued under the powers pranted lo lhem under tile 
of India^Act. the Bombay and the 

now restricted rents in most c.rscs ns n w.artiroc rsij.cncj. P T 

well ns the operation of these Acts arc very diilcrent. 

3 JJnd.. para 7S. Tlieir su)jRcslion> in paras 110 Od 4 'with 

of TcduemK rent in case of ccrl.nin cntecories are 

tUK ; but *n Tfinking rccomnicndaUon^, Uify ysctv pc 

by huntanifarian than scientific con*idernS)ons, 
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DEATH DUTIES 
I. Incidence ol Death Duties 

Both because of their great revenue-yielding capacity, 
and because of their being, next only to income tax, most 
adaptable to the needs of equity, death duties h-’ve by now 
come to occupy a very important place in the tax systems 
of many countries. The term “Death Duties” however 
connotes a number of different taxes levied on entirely 
different, and even conflicting, principles and to decide 
between the rival claims of all these is only possible after 
knowing their incidence. 1 Unfortunately, even here as in 
the case of income tax, widely different opinions are held. 
The position is much worse, since there are four distinct 
opinions, all backed up by great authorities. 

(a) Incidence on the Successor 

The first view widely held has been that |the burden of 
the death duties falls on the successor.? The deceased is 
dead and gone, and cannot, therefore, pay the tax.^ He 
might not at all have cared about the tax, which was to be 
paid only after his death. The person, who really suffers 
due to the tax, is the successor, who inherits less because 
of the tax. If the tax were to be abolished, it is he who 
■would be really benefited. It is, therefore, he who bears 
the tax.^ 

This contention is hard to accept. The time of the pay- 
ment of the tax or the person likely to benefit by its abo- 
liiion can, certainly, be no criterion of its incidence. As 

1 Cf. “It is ot some practical importance to judge between the two (rival 
theories), since the point of issue Iras a beating oiv the equity of the duty 
Report of the Committee on National Debt and Taxation, para 453. 

2 “ The predecessor must be dead before the tax can be lerdcd and 
dead men, lihe inanimate objects, can pay no taxes Dalton, p. 53, 

3 A tax is paid by “ those who would be benefited if it were taken ott 
Stdi, Principles of Political Economy, p. 825. 
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v/e have seen earlier, the abolition of a capitalized tax will 
result in an undeserved bounty to the new owners of the 
taxed property. Yet, it has never been contended that the 
incidence of such a tax is on those, who have purchased the 
property after the imposition of the tax. On the contrary, 
economists are unanimous in holding that the burden in 
such a case is on the original owners. i It is true that 
<ieath duties reduce the amount of property left to the 
successors. But, a high income tax on the deceased's income 
7nay have similar effects. And yet nobody would regard 
the incidence of this as falling on descendants. Dalton’s 
theory is equally implausible and puts an unduly high pre- 
mium on the time of of payment. In the process of capitaliza- 
tion, we must remember, not only the actual tax payment 
but even future tax payments are discounted at the time of 
purchase. 

(b) Incidence on the Deceased 

Another well-supported view has been that the inci- 
dence of death duties is on the deceased. The estate pas s- 
i ng at his death is the result of his abstention from con - 
s ump tion. He could have, only if he had so desired, spe nt 
av my his money. His inheritors could not have prevented 
hi m from d oling so. The children, much less the other 
relatives, have no natural right to such property, nor have 
they any ethical or social claim on it except perhaps in so 
far as it is essential to support them during childhood, and 
give them an adequate education to enable them to earn 
of their own accord. The economic defence of inheritance 
is never based on the inheritors’ right; it is founded on the 
desire of parents to provide for their children. It is true 
that|in our present society, an inheritance tax is regarded 
as a burden by the successors;! but that is only,/ because 
they have been accustomed to look upon the properties of 
their parents as their birth right, j When the death duties 

1 Mill tun\self iccopnizcd this with regard to land. “ All, wlio luive 
bought land, since the tax existed, have bought it subject to the tax. Tliere 
is not the smallest pretence for looking upon it as a payment exacted from 
the existing race of landlords p. 820. 
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become a fixed part of the tax system, the expectations of 
the heirs will be toned down. The death duties are a limi- 
tation only of .the predecessor’s right to dispose of his goods- 
after his death. 'The burden of these duties is, therefore, 
on him only. | 


(c) No Incidence 

There is a third view, vi2., that nobody bears the bur- 
den of death duties. The predecessor is dead, the inheri- 
tors have no natural right to succession. Death duties are 
therefore an impersonal form of taxation falling on the 
estate. 

This view is logical, and there is something to be said 
for it. Since, however, for all practical purposes, we must 
relate the burden to somebody, and|'smce there can be no 


revenue without an ‘incidence,’ we must reject this %dew 




(d) Colwyn Coimnittee Report 

An entirely different view of the incidence of death 
duties was taken by the Colwyn Committee, ^ and following- 
them, by some eminent economists. The Committee made 
the provision of payment for death duties the criterion of 
their incidence. ^If the deceased, through harder working 
and/or greater saving, made provision for payment of 
death duties, the burden lay on him.^ If, however, he went 
on living as he would have in absence of the tax, caring 
little for what happened to his estate and his successors, 
Cthe incidence lay on the successors.'; Usually, there 
is no evidence of whether the deceased provided 
for the payment of death duties in his lifetime, and 
therefore no possibility of correctly judging incidence. 
^Only in case of persons insuring to a sufficient amount, it 
could be said with confidence that they paid their own 
death duties.^ In other cases, no statement either way 
could he emphatically made. Whether an indi-vidual would 


1 , “ For practical pu^oscs, however, it is clearly necessary to relate- 
the incidence to some individual”. Report of the Committee on National 
Debt and Taxation, para 460. 

2 lin’d., paras 452-461. 
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attempt to earn more and save more for Ms death duties is 
to a great degree a matter of personal equation. Certain 
broad rules can, however, be laid down. Where the duty is 
heavy, there is a greater likeliliood of some provision being 
made for its payment. Where a person’s estate consists of 
landed wealth or some trade assets, he is more likely to 
provide for its payment, for he will not like to wsualize its 
break-up. Where, however, the estate consists of securi- 
ties, no such, feeling will accentuate the desire to make pro- 
vision. Much also depends on the degree of relationship 
between the deceased and those likely to succeed him. 
The more remote the relative likely to succeed, the less 
the natural affection for him, and the smaller the likelihood 
of any efforts on the deceased's part to see that the inheri- 
tors do not get less because of the tax. Thus, the inci- 
dence of the death duties is varying. (^On the whole, how- 
ever, the incidence of an Estate Duty is, according to the 
Colwyn Committee, on the deceased.''' 

The line of reasoning adopted by the Colwyn 
Committee seems to us to be full of danger. In 
case of no other tax, we make provision of its 
payment a criterion for its burden; in no other case, we so 
confuse the effects with incidence. If any such course 
were to be adopted in case of income tax, the CoMq^n 
Committee would have been the loudest to oppose. Per- 
haps, death duties were thought of by them as a special 
case, where rules applying to other taxes were no longer 
valid. But nowhere do the Colwyn Committee make clear 
their grounds for regarding this case as exceptional. Our 
conclusion, can, therefore, only be that there were no such 
reasons. 

(We, therefore, take the second view that the incidence 
of death duties lies always on the deceased. 5 

1 Only a few paras later, the Conunittce contradict tlicmselv(». “Inf;ener.nl 
it (the Estate Duty) is decidedly more neutral in its effect (on saving and work) 
than taxation of income Para 629 ; also para 533. If Estate Duty docs 
not lead to more saving or greater hard work, how can the predecessors be 
said to_ provide for it, and how can ft be said that “ we have good support 
for giving primary but not exclusive place to the notion that the incidence 
of the tax is on the predecessor ” 7 — ^para 459. 
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II. Demerits and Merits o£ Death Duties 

Delects of the Property Tax 

' Death duties have been described as an (“occasional 
property tax,”’', a property tax levied on the occasion of 
the death of the property owner, and as such they suffer 
from all the defects inherent in a property tax. We have 
regarded income as the criterion par excellence of ability to 
pay. A property tax, in our present social system, mili- 
tates against this. In an age where there are great diversi- 
ties in the form of property, and the income-yielding capa- 
cities of properties are widely different, the property tax 
by hitting properties equally leads to inequity. 

Defects of the Occasion 

""(a) Frequency of Deaths: The occasion, which the 
death duties select, gives rise to even greater objections. 
Deaths occur at different intervals in different fimilies,'^, In 
families, where the frequency of death is greater, these 
duties will have to be paid oftener. Thus, misfortune or 
some family defect may lead very near to a wiping out of 
the estate. If three deaths occurred in a family in fifteen 
years, even a moderate duty of 30 per cent %vill reduce the 
estate to merely l/3rd, whereas other normally situated, 
families -will have their estates reduced at most to 7/lOth.? 
This argument, however, may be easily given an undue im- ’ 
portance. Quick deaths in a family are usually followed 
by long-separated deaths and vice versa. If a grandfather 
of 80 dies leaving behind him a son of 55 and a grandson 
of 30, deaths may well follow one another in quick suc- 
cession. The son may die at 60 and the grandson at 40. 
But the great grandson of 15 will have a long lease to run. 
(it has been estimated in U.K. that out of 6,000 estates ex- 
ceeding £10,000, only 3 per cent change hands twice 
within five years, 5 per cent within the next five, and 7 or 8 
per cent %vithin another five, so that only 15 to 16 per cent 
estates pass a second time within fifteen years.^^In these few 

1 Pigou, p. 15S. 

2 Cohvyn Comntittec Report, para 4S2. 
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cases, of course, hardship does occur, and it is little con- 
solation to tell the inheritors that according to the law oE 
probability their sons and grandsons will die at greater 
intervals paying duties less often, thus compensating the 
estates for the frequent payments they had themselves to 
make out of them. The law of probability works en masse, 
and is no guarantee of lack of individual hardships. To 
mitigate cases of extreme hardship, clauses reducing the 
estate duty have been inserted, e.g.,( in England, if the 
second death occurs within one year of the first death, tax 
reduction of 50 per cent is made, if within the second year 
40 per cent, and so on, until if the death occurs in the fifth 
year a relief of 10 per cent is provided. i") In U.S.A. the 
Federal law goes further, and exempts such an estate en- 
tirely.sj While the relief may be extended, the funda- 
mental inequity due to the particular occasion of death 
duties cannot be fully remedied by tax relief. Insofar as 
resort is had to insurance method, this inequity is greatly 
removed. 

History of the Estate: \The history of the acquisi- 
tion and the growth and development of the estates is 
ignored entirely by the death dutiesj) Their burden, how- 
ever, will widely vary according to this factor. Two 
estates, one of which has been rapidly acquired and long 
enjoyed by the owner, and the other slowly and painfully 
built up and little enjoyed, will have to pay equal death 
duties, though their abilities to bear taxes must be regarded 
as different. 

'—tc) Fluctuations in Value of Estates: Death duties are 
usually computed on the value of the estate at the time of 
death. ^ The wild day-to-day fluctuations in the value of 
the shares yielding a fixed interest, and the only relatively 
smaller fluctuations in the value of the other bonds have a 
great influence on the value of the estate. Thus, the actual 
time of death, which has little to do with the capacity of 
the estate to pay, will be an important factor in determin- 

1 Sliirr.i'i — Seienca of rablic Tfinancc, Vol. n, p. 375. 

2 Ibitl., p. 575. 
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ing the amount of the duty. “Die if you must, but choose 
the actual moment of your death well” will he the advice , 
of the prospective inheritors to their predecessors. 

(d) Change in Rates: (The duties to be paid are deter- 
mined according to the rates in force at the time of death, 
so that where the amount of the duty is often changed, the^ 
time of death will have in another way an undue inSuence.,' 
For instance, if the estate duty is raised from 30 per cent 
to 40 per cent in March 1925, a person leaving an estate 
of Rs. 1 lakh in February 1925 will have to pay Rs. i30,000. 

If his evil stars, or rather those of his inheritors, prolong 
his life to April, his estate will be subject to a duty of 
Rs. 40,000. Such changes are very likely in the early his- 
tory of death duties, when the State is experimenting wth 
them. After a time, the duties are likely to be stabilised 

no frequent changes are likely. However, some need 
for change may be felt at some interval, and then this in- 
justice is boimd to result. 

Mitigation of the Defects 

Death duties thus suffer from the special defects of 
their own due to the time of their imposition besides the 
general grave defects of the property tax. This very . 
occasion, however, detracts much from their odious charac- 
ter. A tax, which is imposed at death, need not come up 
to those standards of equity which we should demand 
in other taxes. Since it does not fall during one’s own life- 
time and is felt only by the successors who have often just 
come into a happy financial position it may be forgiven 
much not only by the taxpayers but even by the 
economists. 1 

Advantages of Death Duties 

'ta) Differentiation Among Unearned Incomes: Death 
duties, moreover, provide an important supplement to m-^ 
come tax as tools in the realization of fiscal justice. Income, 

1 Cf. *• A tax payable on nn estate in transit does not require so rocti- 
culous a stradard of equality as a tax levied directly on the living taxpaver.” 

— Cohvyn Committee Beport. para 495. 
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as a criterion, has some defects of its own. The meaning 
attached to it in many countries adds to these. Death 
duties properly levied serve as a valuable corrective. For 
instance, take three persons earning Rs. 3,000 each, the 
first 'from Government securities, the second from an 
ordinary business, and the third from a risky undertaking. 
These three persons will have to paj'’ practically the same 
income tax, though there will be almost unanimous agree- 
ment that owing to the smaller or greater precarious ele- 
ment in their incomes their abilities vary, that of the first 
being the greatest. It is true that under the ideal tax system 
this difference will in part be compensated for by the greater 
ntunber of times Ihe person having a secure income will 
have to pay. But, this is not sufficient. Under our present 
tax ^systems with their giving up of the “average” basis, 
vnth their progressive rates and high levels of exemption, 
the incomes from risky sources are unfavourably treated.’ 

{ Perso ns getting _the ir inco m e from safe sour ces_get off 

lightly as compared wi th perso ns h aving risky sources of 
i ncomern^eath^duties, even like p.r 5 Rgi:ty_laxe§.-£.eaiedy , 
this injustice to some exte nt. Since the more risk y t he/ 
investment, the_.greater_lhe_ratip_that_ UTComh. will bear to|^ 
capita l, under a tax on property, persons with sa^ ejnannes \ 
'^Tl have to pay a gre ateram ouiff_ofJ ^x than those with 
^ equal incornes from unstable sources.'^ 

Taxation "of Consumers’ Capital and other Non- 
anonetary Utilities: We have also seen that under our 
present income tax system, consumers’ capital, with the 
exception of houses, is not taken into account. This rule 
is based on expediency, not on justice, for even non-mone- 
tary income provides as valuable utilities, and satisfies a^ 
intense wants as monetary income. The satisfaction, which 
■ 3 . person may get from seeng pictures in his house may be 
greater than that which he would have obtained by the 
income derived from the investment of the savings he would 
have otherwise made. There is no reason why whil e tax- 

1 We have shown in the previous chapter how no provision for losses 
‘Can ntlequatcly compensate for this. 



so 


JUSTICE IN TAXATION IN INDIA 


ing the latter we should exempt the former from a tax. 
In the computation of the estate, this capital insofar as it 
has remained intact is counted, so that the injustice of the 
present income tax system is partly removed. 

Besides this consumers’ capital, there are also sources 
of psycliic satisfaction, which do not reflect themselves in 
monetary income. Considerations of prestige, ideas of sanc- 
tity, and various other sentimental ties may make the value 
of property greater than the capitalized income from it. 
Death duties will tax these also. Insofar as these psychic 
utility-yielding sources are proper objects of taxation, 
death duties have one more point in their favour. 

v^{^c) Differentiation between Earned and Unearned 
Incomes: The case for differentiating between earned and 
unearned incomes is, as we have seen, sound. Recogni- 
tion has been given to it in the income tax laws of various 
countries. But the differentiation so far provided has been^ 
in many cases, felt to be insufficient. It is not possible to 
satisfy the public demand in full through the income -tax 
laws because of the great adverse effects on saving that a 
greater differentiation may have. C Death duties enable the 
better fulfilment of this desire.^ This concept of death 
duties as a deferred income tax on unearned incomes was^ 
prevalent in U.K. even at the time of the first imposition of . 
deatli duties. The analogy, however, must not be pressed 
too far; the great interval for which the tax is deferred 
makes much difference in the situation. Nonetheless, the 
analogy is true to an extent 

(d) Capital Gains and Losses: In the last chapter, we 
have examined the necessity of including capital gains in 
the computation of income, and come to the conclusion that 
such gains (along with losses of course) must be included, 
as their exclusion means partial exemption of the rich. 
Nonetheless, on administrative grounds, many countries 
have thought it wise to exclude this category from “income.” 
CCapital gains, if they are not spent up during the lifetime of 
the gainer, vdU have to pay death duties.'^ The claims of 
justice, thus, will be partially met. 
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IIL^ Various Forms and Rates of Death Duties 
Forms of Death Duties 

We have earlier come to the conclusion that the inci- 
dence of death duties lies on the deceased. But death duties 
levied on considerations other than the value of the total 
estate of the deceased are common in many countries. It 
is essential to remember that even in U.K .. ,where the 
estate duties form a very important part of the death duties, 
another principle, viz., the relationship of the successors is 
recognized in the Legacy and Succession Duties. ‘In the 
U.S.A., in the Federation the estate tax is adopted^' about 
the U.SA,. States nothing in general can be said. ^ In 
Prance, ^he former estate tax has been abolished, and a 
succession tax varying with the amount of inheritance and 
Jhe degree of relationship has been established.^ Germany 
follows the same principle."’^ Thus, we have three distinct 
methods of levying d^th duties in force; the estate 
duty, where the duty is levied entirely in accordance with 
the size of the estate left, irrespective of the share of each 
inheritor or his relationship to the predecessor; ‘(2) and (3) 
an inheritance duty, where tlie amount to be paid depends 
on the share of each successor either in conjunction with 
his relation to the predecessor or independently.^ In theory, 
we can further visualize two more varieties: '(4) an inheri- 
tance tax on the inheritance adjusted according to the 
wealth the inheritor possesses at the time of inheritance— 
a scheme fervently advocated in some quarters, and highly 
beneficial from the distributional point of view; and ^(5) a , 
tax on estate according to the “age of the estate,” or ^‘pro- ! 
gressiveness according to time” — the scheme devised by f 

1 The English IjCgacy and Succession Duties ore levied at 1 per cent 
where the beneficiary is the husband, ynte, lineal issue or ancestor of the pre- 
decessor, at 5 per cent where the beneficiary is a brother or a sister or a des- 
cendant of cither, and 10 per cent in other cases. 

, 2 Facing the Tax Problem, p. 20. 

3 Green — The Theory and Practice of Modem Taxation, pp- 230-231. 

4 Ibid., p. 287. 

0 
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Rigrmno'' and ably improved upon by Dalton.^ These 
various forms of Death Duties besides the Estate Duty are 
justifiable on varying grounds. Inherita nce is a gratuitous 
acquisition or windfall, so that on the principle of “special 
ability” it is quite correct to tax the share of each inheritor. 
The more remote the relation, the greater the element of 
the windfall. Both because of this, and because of its smaller 
effect on the predecessor’s willingness to work, a greater 
tax on distant relatives is justifiable. A tax on a windfall 
may be levied either according to the amount of the wind- 
fall regardless of the previous position of the person ^ to 
whom it accrues, or it may be levied according to the pre- 
vious income or wealth of the owner. The second and 
fourth types of the tax are based on these two different 
principles. The fifth suggested plan of duty is entirely bas- 
ed on considerations of effects. A person is more in- 
terested in the near future than in the remote one; he is 
interested more in his son than in his grandson, and more in 
the latter than in the greatgrandson, A tax falling on the 
inheritance that a person may leave to his grandson will 
• affect him less adversely than one on the property he will 
leave to his son. A death duty, which is very heavy, must 
take this principle into account. 

Rates of Death Duties 

There is no hard and fast rule about the rates of death 
duties. From the point of view of justice alone, we may, 
tax even upto cent per cent; but the armouncement effects 
such a duty would have make this action unwise. Even 
as in the case of income tax a certain exemption so as to 
leave out very small estates is desirable. In cases, where 
the successors have a special right, the exemption may be 
increased; e.g., in_the U^., where the Estate Duty begins 
generally after £100, in cases where the beneficiary is 


1 See Rignano and Stamp— *The Social Significance of Death, DuUeSt 
pp. 37-40. 

2 Sec his evidence before the Col-wyn Committee Report, para 929^ 
See also Henderson— Inheritance and Inequality, pp. 17-26. 
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Sjwido.w„or a child under 21, the limit is raised to £2000.'’ 
A certain progression in death duties is essential; but as 
to the degree of progression and the steps, it is difficult to 
say anything. These have to be fixed with detailed regard 
to considerations of effects. The only principle that can 
be laid down in the matter is that the progression in rates 
must be sufficient when taken up in conjimction with the 
income tax rates to so counteract the regressive nature of 
other taxes as to effect the desired degree of progression 
in the tax system as a whole. The practices followed by 
different countries vary partly because of this fact, and 
largely because of political expediences, historical reasons 
and a failure to have any tax principles at all. JnjGreat' 
Britain, the exemption is low and the highest rate, viz.,' 
v^^per^ent^ was reached early at £2 millions. In U.S.A.,| 
the exemption level is higher, and the highest rate 70 perj 
cent is levied over estates of 50 million dollars and above. ' 
So far we have discussed only the rates of estate duties. 
But various other forms of death duties, as we have already 
seen, are feasible and two of them are widely practised. A 
tax on each inheritor varying with the sum left to him must 
be steeply progressive, if it is to yield a sum anywhere 
near the estate duties. As an inheritance tax, varying with 
the degree of relationship that each inheritor bears to the 
deceased, is based on the principle of windfalls, there is not 
much to say regarding its rates. Where the tax also varies 
with the amount each person inherits, the rates of duty in 
case of a beneficiary closely related to the deceased will be 
less than in the case of estate duties; e.g., in France, the 
highest rate that a widow or widower is charged is 25 per 
cent only. What cannot be easily understood is that even 
in case of strangers in blood,’ the limit is 40 per cent. The 
great emphasis on the effects of the duties according to the 
degree of relationship between the inheritor and the decease 
ed is not much worth in such a case. The right thing in- 
principle would be to go, at least in cases where this rela- 

1 Sliirras, p. 6C3. 

v-2' The tax was raised to B0% in Sept. 1939, and 63% in July, 1940. 
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tionship is very remote, upto somewhere near Bentham's 
proposal. ( 80 per cent in case of strangers in blood will be 
reasonable. \ The rates in case where the inheritor is taxed 
according to his present income or capital must be progres- 
sive and their maximum high. Rignano’s plan, though 
never practised so far, would, if administratively feasible, 
allow us to approach the theoretical ideal of 100 per cent 
in the third or fourth generation; its present worth, how- 
ever, would not be very heavy. 

IV. Death Duties in India 
Scope of Death Duties 

In India, we have no death duties in the proper sense 
of the word. As yet, we have only duties on probates, let- 
ters of administration, and succession certificates. The cir- 
cumstances under which a probate, a letter of administra- 
tion, or a succession certificate has to be taken out vary 
with different religions and even within the same religion 
they are not the same. The necessity of isstiing them is 
decided by extraneous considerations having nothing to do 
with income. The whole position is regulated by a number 
of laws, and is rather complicated. Broadly speaking, 
however, it may be summarized as follows. The Admini- 
strator General’s Act requires the Administrator General 
to obtain letters of administration in every case where a 
person, who is not a Hindu, an hidian Christian, a Parsi, a 
Buddhist, or a Mohammedan, dies leaving a property of more 
than Rs. 1000, if no person qualified to obtain a probate or 
a letter of administration applies for it. The effect of this 
is to render the estate of such persons liable to death duties 
in all cases. The Indian Succes'sion Act makes the payment 
of duties indirectly compulsory in some other cases. Ac- 
cording to it, the production of a probate along with the 
will or an authenticated copy thereof is absolutely essential 
to establish one’s right as an executor or a legatee of the 
estate of the deceased.1 Where the deceased has made no 
unll, letters of administration are necessary to prove any 

1 Indian Sncccssion Act, 1S26, Sec. 213. 
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right to the property of the deceased.’ One must remem- 
ber that this only means compulsory probate, letters of 
administration, etc., in those rare cases, where resort has to 
be taken to court, and according to court rulings that too 
only when the representative or the successor 'of the 
deceased has to appear as the plaintiff. The nar- 
row scope of this Act is further restricted by special 
provisions for the major religions of India. The Hindus, 
Jains, Sikhs and Buddhists need no letter of administration 
in case of intestate succession.^ Probates are essential in 
Iheir cases only if the wills are made within the territories 
of the lower provinces of Bengal or within the local limits 
of the ordinary civil jurisdiction of the High Courts of 
Bombay and Madras, or if they deal with any immovable 
property situated therein. The Mohammedans are exempted 
from the odious duty of issuing probates etc. in all cases.° 
The position of the Native Christians is the same 
as that of the Hindus regarding letters of admini- 
stration, but in case of wills probates have ,to be taken.'* 
The Parsis have been the least fortunate of all the Indian 
communities. They have no special exemptions. In addi- 
tion to these provisions, the Succession Act makes a special 
provision to “facilitate the collection of debts on succession 
and afford protection to parties paying debts to the repre- 
sentatives of deceased persons.”® Under this section, the 
Court will not grant a decree or order its execution against 
the debtor of a deceased person for payment of the debt to 
the person ’claiming to be entitled to it,’ unless he produces 
a probate, a letter of administration or a succession certi-^ 
ficate. Thus, where .resort has to be sought to courts for 
realizing the debt of the deceased, if a probate or letter of 
administration has not been issued, a succession certificate 
will have to be taken out.® But the scope of this provision 

1 Indian Succession Act, 192(5. ’ 

2 Ibid., See. 2X2. 

3 Ibid., Secs. 212 (2) and 213 (2). 

4 Sec. 212 (2) and 213. 

5 Sec. 214. . , . . , 

6 Certificate cannot be issued where otherwise a probate or a letter of 
administration should be Issued — Sec. 870. 
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is limited. A person has to apply for a certificate only for 
the amountjof the debt he wishes to recover, and not for 
the whole of his estate. Once he has obtained a certificate 
for one debt, he can extend it to other debts as occasion 
arises on payment of duty on these fiurther debts (only 1 
per cent duty has to be paid). Moreover the certificate is 
not a preliminary condition to the admission of the suit; 
and because of the delay involved and no consequent ad- 
vantage to them, the debtors are often led to pay off the 
debt or renew the promissory notes in the new creditor’s 
name, before the case comes to the final stage. Often cre- 
ditors, who have obtained a certificate for the payment of 
one debt, compel other ignorant debtors with its help to 
pay off their debts. 

Besides these, we have various acts like the Government 
Savings Bank Act, the Provident Funds Act, the Post Office 
Cash Certificates Act, and the Imperial Bank Act, vmder 
which the bodies concerned can insist on the production of 
a probate, etc.,- before paying money or transferring shares 
to the heir of the deceased. This necessity is often avoided 
by the use of joint names with “payable to either of the 
survivors” clause, which enables the survivor to transfer to 
his own name the accounts or the share on the production 
of a simple death certificate. 

Grading the communities according to the bmden of 
death duties, we get the following order: 

(a) The most burdened are the Europeans, the Jews, 
the Armenians and persons of foreign domicile, whose suc- 
cessors have to pay the probate fees in all cases where the 
estate left is worth more than Rs. 1,000. 

(b) Next come the Parsees, who have to obtain pro- 
bate etc., and pay the duties in all cases, where a right has 
to be proved in a Court of Law. 

(c) Next in order come the Indian Christians, who 
have to pay probate duties, if the estate becomes a subject- 
matter of dispute, in case where there is a -will. In cases 
of intestate succession, a duty will only have to be paid 
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to the extent of a debt for which a decree is sought or has 
to be executed. 

(d) The position of the Hindus regarding intestate 
succession is the same as that of Indian Christians. Where, 
iiowever, a will is made no probate is essential to prove 
a right in a Court of Law except in very limited cases. 

(e) The most favoured are the Mohamedans, who need • 
pay no duties except if and to the extent that they wish for 
a coiurt decree in realizing the debt of the deceased. 

This position is very anomalous and annoying. That 
a modern State should tax a person according to his reli- 
gion is an abominable and unbelievable idea to most of us. 
The Taxation Committee drew pointed attention to the 
evils of such a system; and many spirited protests have 
been made against it,'’ but to no avail. Besides this reli- 
gious discrimination, our present probate duties are, in most 
cases, court fees only. Those, who, because of the wisdom 
of their ancestors or because of their own good fortune 
have not to go to law, are greatly b'eneflted. Lack of foresight 
on the part of the deceased or bad luck are too severely 
punished. The exercise of the right to make a will is 
severely penalized in case of the Indian Christians, and to 
some extent in the case of the Hindus. The sooner we 
abolish such a system the better for us. 

Rates of Death Duties 

Probate duties being of such uneven incidence in our 
country, their rates, past and present, are of little impor- 
tance. Upto 1910, they were levied at a flat rate of 2 per 
cent in respect of all properties worth more than Es. 1,000; 
in 1910, however, the rates of the duties were made to rise 
up gradually from 2 per cent to 3 per cent. Under the 
Montford Constitution, the power to amend the Court Fees 

1 “ I do not see why, when I die, my son, who may inherit Rs. 5,000 has 
got to pay R-s. lOO or Rs. 150 to the Government, whereas the son of any one 
of these Honourable ftentlcmen who may inherit a million, escapes enOrcIy 
if he is a Hindu or a Jloiiammcdan. Tlicrc is a racial discrimination, 'f y<>“ 
like. Wc arc fiRhling for the removal of social distinctions ; let us liglit 
on this point” (Ginwala’s speech, in ReRisIative Assembly, 1023, quowtt in 
para 50 of Appendix 3Cn to the Indian Taxation Enquirj' Committee). 
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Act was delegated to the provinces, and they were not slow 
to increase the duties. The rates to-day vary with different 
provinces, but before the war they all began with 2 per 
cent; the hgihest rate was 7 per cent.i The moderation of 
these rates is essential in view of the evident injustice of the 
tax. These duties yielded Es. 36 lacs in 1923-24, the last 
year for which figures are available. While the increase in 
rates made since then miist have increased revenue from 
this source, the limited scope of the fees must have pre- 
vented the duties from becoming a first class source ol 
revenue even now. 

Opportunity Lost 

Under the 1935 Act, taxation on succession to property 
other than agricultural land is a central matter, while duties 
in respect of succession to agricultural land belong to the 
provincial field. In both cases, the tax proceeds go to the 
Provinces. The Government of India, in order to have a uni- 
formity between taxation on the two types of property and 
to evolve a suitable form of inheritance taxation sent round 
Sir H. Lloyd in 1939 to consult the provincial governments. 
Strangely enough, all of them except Assam, Sind and 
Orissa were against the imposition of such a tax. When one 
remembers how, hard pressed the governments were for 
more sources of re\'enue. and how eagerly they tried to 
tap all possible avenues of revenue, one finds it very hard 
to understand this refusal. The only objection to the evolu- 
tion of a proper estate taxation could have been administra- 
tive, chiefly the different laws of succession and inheritance 
in India, the existence of the joint family, the wido%v’s 
estate in the husband’s property, and the Stridhana in 
Hindu law. As the Indian Taxation Committee had shown,^ 
while these made the task of imposing any succession duty 

1 During the vrar period these have lurther been increased in some 
Provinces. 

2 Report, paras 356-57 and 373-373. Tiu; more important note by 
the liegai .Adviser to the Committee is ■printed as Appendix XHI of the 
Report. 
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impossible, the problems created could easily be got over 
ih caM of an estate duty.’ 

Apart from the revenue that has been thus missed, we 
have also lost one of the two powerful means of attaining 
progression in taxation. We have already seen how the 
income tax rates in England are more progressive. Add to, 
this the following table showing the tax on income imposed, 
by death duties; and one can see how great an opportunity 
TO combine justice in taxation with productivity is missed 
in India. 

Burden of Death Duties In U.K.( 1925-26)2. ' ■ 


Income 

Death Duty as equivalent 
of income tax per £ 

Percentage of income given 
by way of death duties 

[All income 
ifrominvest- 
! ment 

Half earned, 
half un- 
earned 

1 All 

jinvestments 

Half earned, 
half un- 
earned 

j 

tloo 

£1S0 .. ! 

S200 

£o00 

£1,000 

£2,000 

£5,000 

£10,000 

£20,000 

£50,000 

s. d. 

0 Si 

0 5} 

0 Si 

0 8i 

1 3i 

2 li 

,3 71 

4 8 

3 Gi 

7 Ilf 

s. cl. 

0 21 

0 2i 

0 21 

0 3i 

0 4 

0 71 

1 3} 

1 01 

2 8 

2 7i 

1 

2.3% 
2.2% 
2.3% 
3.4% 
0.9% 
10.7% ' 

18% , 
23.3% 
27.8% 
39.0% 

1.1% 

1.1% 

1.1% 

1.4% 

1.7% 

3.2% 

0.4% 

8.0% 

11.3% 

13.2% 


V. Duty on Gifts 

The death duties, if alone, can be easily evaded by libe- 
ral gifts during the lifetime of the deceased.® One of the 


1 AccordinR to tlie opmion of the Federal Court, the onginBl Act of 

1035 did not cWower the Central Government to impose cstaW dtitiM. 
The Aet rva-s, Uiercupon, so amended a.s to give this power to Ihe^Cimto 
in respect of non-agricUUural property. Despairing e ■» '■■■ ■. 

vineial GovernmentstoCdl into line, the Government of . .. ■ J , 

to start rvith on estate duty on non-agrlcultural prop< - y • ' 

mean a further difTerentintion in favour ot landlords (the ilrst being exemp 
tion of ngrieultural incomes from income-tax) 

2 neport of the Committee on National Debt and Taxation, pp- 61 

and 82. Tlie later figures girtn by Shlrrns and Bostns are not taten M m 
their method of calculating the burden of death duties Use inconte tax bunJcn 
is also reUccted. Vide Chap. IN. , 

8 “That anv revenues were fortheoming is presumably 
to untimely denOvs, to utter distrust of bcncCctanes, or to mere Uisregaru oi 
their interests”. — Simons, p. 131- 
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largest estates in the world was given away in XJ.S.A. as a 
gift, when no gift tax was in force in that country."' A gift 
tax was enforced in U,S.A. in 1924, repealed in 1926 and- 
restored in the 1932 Act. Since then, the tax on gifts has 
continued to he a part of the federal tax system; The gift 
tax in 1935 began with li per cent upon the amount of 
“net gifts’’^ not exceeding $10,000, and increased up to 52i 
per cent levied on net gifts in excess of 50 million dollars.® 
Great Britain.has nojax^pn gife; some stringent provisions, 
however, have been inserted to prevent a wide-scale eva- 
sion. Ail gifts made by the deceased at any time, where bona 
■fide exclusive possession of the gift is not taken by the 
donee, are considered as a part of the estate left on death; 
gifts made in contemplation of death and only absolute in 
event of death are also liable to death duties. Gifts made 
three years before death except in marriage settlement, or 
gifts for public or charitable purposes made less than one 
year before death have to pay deatli duties, unless they are 
parts of the normal expenditure of the deceased, or do not 
exceed £100 per donee. These provisions only guard against 
. mala fide transfers and against transfers made during three 
years before death. The value of this time limit as a provi- 
sion against evasion Is greatly restricted by the exemption 
of gifts made in consideration of marriage. In any case 
hcyna fide gifts made earlier than three years before death 
escape the tax. Since the richer a person, the greater his 
.power to give gifts during lifetime, this gravely tones down 
the progression of death duties. Moreover, those who die 
young and without any warning from death have to bear a 
greater burden than others who live upto a ripe old age, or 
have warnings of death dinned into their ears in a hun- 
dred ways. Though the necessity of maintaining old family 
estates and dignity in England acts as a brake on the ten- 

1 Green, p. 222, 

2 Net gitts mean the amount of Rifts less deductions allowed by way 
of exemptions under the Gift Act. The system of exemptions is peculiar. 
There is not only an exemption upto a certain amount of total gifts or an 
exemption upto a certain amount of gifts given to one individual, but both 
the exemptions are combined. 

3 Green, pp. 223-224. 


DEATHS DUTIES 


01 


dency to evade the death duties through liberal gilts in life- 
time, it has been estimated that about one-fourth of 
property in tJ.K. is transferred by way of gifts.’ 

India, also, if it is to have a successful system of death 
duties v/ill have to evolve a taxation on gifts.^ At present, 
even ns in Great Britain the only gifts which have to give 
taxes, rather registration foes, are those, which are register- 
ed— mostly immovable property. But if death duties are 
made a part of our tax system, we wll have to evolve, un- 
like Great Britain, a duty on gifts on the U.S.A., model. 
'The rates of the tax will be largely determined by those 
of death duties. Tlioy must not be much lower than those 
of death duties; at the same time they need not be as high, 
because there is the 'natural “reluctance of property owners 
to pass with their own, even to their dearest and nearest.”^ 
Moreover, the tendency to divide one’s property during 
one’s lifetime needs encouragement, for that brings wealth 
to heirs at an earlier age, when they need it more and can 
use it better.'’- 


1 Wedgwood — ^The Economics of inheritnneo, p. 230. Strangely enough 
the author says, “ many conveyancing solicitors -will probably consider 
this as a serious understatement, since the evasion of the Death Duties 
seems now one of their principal functions 

2 Being content -with the English Tax Laws, the Legal Advisor to the 
Indian Taxation Enquiry Committee did not argue for this. 

3 Taussig — Principles of Economics, -Vol. II, p. SGI. 

4 Ct."- There could he no helter eugenic or sociological institution than 
a kind of moving annuity -which should pass from generation to generation, 
not at the death of each person, but from him to his children at a point when 
his personal need for it has become less, and when his son’s need for it has 
become the greatest”. Stamp, The Eco. Journal, 1920, p. 372. 




CHAPTER V 


TAXATION OF BUSINESS 

In most of the civilized countries, it is a practice to levy 
along with the personal income taxes that we have disci^- 
ed some tax or taxes on the net income or capital oj^ busi- 
nesses. Among the businesses, the companies or the cor- 
porations have attracted special attention.’ Since in most 
of the countries, a corporation tax is the most iisual business 
tax, we shall deal at length with this particular form of 
taxation. We propose, however, to omit from our consi; 
deration the fees levied in many countries at the time of 
registration of companies, as these fees partake of an entire- 
ly difierent character, are small in amount, and are le\ded 
once during the lifetime of the company. We shall also 
not take into account the small annual license charges 
which businesses have to give in some countries. 

1. Taxation of Corporations 

Benefit Theory 

The most cogent reasoning urged for taxation of cor- 
porations has been based on the benefit theory. A corpoi’a- 
tion is endowed by the State with a great privilege, which 
enables it to collect and command large amounts of capital 
for business. An agglomeration of a great number of per- 
sons, who are in many cases unknown to each other and 
bound by very loose ties, is given a “shape and a name" by 
the State. The shareholders of a corporation, unlike the 
partners of a firni, have no fear of losing their entire sav- 
ings. If the worst comes to the worst, they lose the amount 

1 We are not, it must ’be Tcmcmbered, leterring here to the British 
prance followed also in India of collection at the source, where the com- 
panies are Only utilized as a means of facilitating collection. In these cases, 
while an impersonal ta'i rate is levied in the beginning, by a systetn of re- 
funds and_ further collections, appropriate adjustments are made in the tax 
rate to suit the income of the earner. The companies, in this case, ate only 
ncting as the collecting agents. 
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invested in the company shares. This limited liability of 
the shareholders imparts to the shares on easy transferabi- 
' lity which reduces the risk still further, and confers a 
greatly valued liquidity on the investments in corporations. 
It also enables a prospect of a comparatively safe sleeping 
partnership. These facilities enable corporations to obtain 
much greater amounts of capital than other partnerships. 
Since money obeys the law of increasing returns, with this 
greater capital in their hands they earn greater profits. 11^ 
is only reasonable that the State should take away a great 
part of these extra profits. 


Objections to the Benefit Theory 


(i) Advantage of Corporations General: This posi- 
tion has been strongly assailed from two sides. It is con- 
ceded that incorporation confers a number of valuable rights 
on the corporations. But, it is argued that the sound prin- 
ciples of taxation demand that a benefit be made the ground 
for taxation, only if it is special, and if its advantages are 
confined to a class which there is no need to subsidize. In- 


corporation, under modern conditions, is the sine qua non 
of general economic progress. State, whose sole con- 

cern must be the maximization of people’s welfare, gives 
this privilege to the corporations because of their general 
contribution to national prosperity. Moreover, to-day the 
advantages of incorporation are open to aU, who want to 
avail themselves of it and who are prepared to abide by its 
conditions. No longer we have the era of special charters 
granted by sovereigns. Incorporation is, therefore, no more 
a special benefit. i 

While admitting the great benefits of incorporation to 
the whole community, we must point out that the benefit 
theory of taxation, which the objectors presume, is faulty. 


1 Cf " As a practical matter, in a capitalist society, no state _ran re- 
frain fro^n sanctiTOing or even fostering to mort 
predatory form of business organization known ns ttc corporation, 
can or s^uW it refuse this privilege to all 
General incorporation lawl^ have displaced 'If 

the sovereign ^ exchange for monopoly roy.alUes, ’’ 

political pressure. Incorporation available to all is not a special pntnlcgc. 
— ilcnsen, Govcmnicnt Finance, p. SiZ. 
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For a tax to be levied on the grounds of special benefit, it 
is not essential that the activity, in course of which the 
benefit is obtained, should not redound to general benefit. 
It often happens, that the State, in the performance of its 
duties, has to take steps or measures, which, while certain- 
ly in general interests, also incidentally confer a valuable 
benefit on certain groups or classes of people. In such 
cases, it has been 'considered as just and equitable for the 
Stafe to take from the groups and classes so benefited any 
sum not exceeding the value of the benefit. If the State 
builds a railway (obviously in general interests), and as a 
result the prices of lands adjacent to the railway line go 
up. it is perfectly justified in taxing this rise in value, this 
unearned increment,' upto 100 per cent. If the State finds, 
that in the interests of its subjects, growth of corporations 
and companies is essential and therefore grants the privi- 
lege of incorporation, there is no reason why it should be 
debarred from taxing the greater earning power it thereby 
confers on companies. The advantages of incorporation 
and of holding a share of an incorporated concern may be 
open to all very much like the Ritz Hotel, but not all can 
avail themselves of them, and the extent of the benefit 
widely varies, so that the benefits do remain special in 
practice. 

(ii) Corporations not Individuals: Another argument 
" advocated with a show of logic has been that corporations, 
after all, have a fictitious existence. They are only legal 
persons. They have no wants, no desires of varying inten- 
sity and xxrgency. The only persons, who have these, are 
their shareholders, and in deciding the justice of a corpora- 
tion tax, its effect on the shareholders should be the guid-v 
ing consideration. So considered, a corporation tax 
indefensible. Even in its least objectionable form, viz,, when 
it is proportional, and on the simplest supposition that all 
profits are distributed, it creates a grave injustice. A share- 
holder, whose total income is under the exemption level, 
will have to pay some tax. In other cases also, unless we 
have also a proportional income tax at the same rate as the 
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corporation tax, injustices will occur. The method of fix- 
ing an exemption limit for the corporations avails little, ^ 
for there is no relation between the size of a corporation 
and the total individual incomes of its shareholders. Big 
corporations may have, and very big corporations have, 
many shareholders with a total income below the exemp- 
tion limit. Small corporations, on the other hand, have 
big shareholders, whose total incomes are so great as to be 
taxable at the maximum rate. A tax on corporations, thus, 
cannot be adjusted to the ability of the shareholders, and 
would have, therefore, to be given up. 

This objection entirely misses the point in the argu- 
ment for a corporation tax, that we have urged before. A 
tax according to indiwdual ability cannot be the “be-all and 
end-all” of a just tax policy. While the personal abilitj' 
criterion is the most widely applicable test of justice^ 
there are occasions, when, as we have seen in the first 
chapter, the cost-of-service theory or the give-and-take 
theorj' sen.'-es the purpose of justice more admirably. A 
tax on corporations falls in the second categorj'. Since 
corporations are given special advantages by the State, 
there is no reason why the State should not take a part, or 
the whole, of the value of these by way of taxation. Tltis 
involves no injustice to shareholders, since the privileges of 
incorporation add to the profitability of the shares they 
hold. 


Other Arguments for a Corporntioti Tax 


In addition to the benefit principle there is also often 
another ground on which the corporation tax is defended. 
The partners of oilier competitvo forms of business organi- 
zations have to pay a tax not only on their shares of 
tributert profits, but also on those of undistributed pro ns 
which they utilize in the expansion, or for the 'rt.nbuizatiom 
of thotr busitirrr.. Tile nbrvncc of a similar tax in c.iw o. 
shareholders is manifestly unjust. Since no other 


5 Jrrlts twn! Rtii-h ati *y*t5*f> 
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to bring about perfect equity between tiie two forms exists, 
it is pleaded that a rough and ready sort of justice should, 
be achieved by some tax on corporations. i 

Leaving untaxed the shareholders' shares in the 
reserves of the company not only lets go tax-free the sums 
needed in the furtherance of business (an inequitable pro- 
cess, but leading to good social results), but it provides also 
an easy and valuable means of evasion to the rich tax- 
payers, who form a private company and allow the profits 
to go on accumulating in the reserve fund, drawing only 
by way of dividends what they need, and sometimes not 
even these, for they can secure loans from the company. 
Stringent provisions are made to cope with this problem 
of evasion, and great powers are given to tax officials; but 
owing to the difficulty of deciding the reasonable 
needs of the business, and due to the great possibilities of 
manipulating accounts, the problem remains xmsolved.® A 
tax on incorporation, it is contended, will serve to weaken 
the incentive to evasion. 

While recognizing the inequity of the modern tax 
system in its treatment of the two main forms of business 
organization, it is hard to see how a corporation tax can 
remedy this. It is true that in modern economic life in 
certain spheres there is a strong competition between 
private firms and companies; and it is unfair of the State 
to show special favours to the companies by letting the 
shareholders’ shares in their reserves go tax-free.^ But this 
only means that some scheme of righting this wrong is call- 
ed for. Simply because no practical schemes have been 

1 “Its (of tEe corfwration profits tax) justification lies partly in th& 
fact that companies derive certain advantages and enjoy certain privileges 
as the result of the incorporation, and partly in the fact that that portion of 
the profits of companies, -which is not distributed as dK-idends, but is placed 
to reserve, escapes assessment to super-tax”. Ibid, para 251. Sec also 
Chamberlain’s speech in presenting 1020-21 budget quoted in Haig — ^Thc 
Taxation of Excess Profits in Great Britain, p. 167. 

2 For the provisions in U. S. A. and U. IC. and their failure, sec Simons, 
pp. 189-100. 

, S The attitude of the Colwyn Committee is unhelpful on this point- 
_ A comparison het-ween the public company and the big individual trader 
IS in many respects a comparison between unlikes and must not be pressed 
too far ' Report, para 309. 
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evolved so far, levying a corporation tax which cannot 
claim even to remove roughly the inequity in the present 
situation means only the addition of a new wrong. Simi- 
larly, the problem of evasion, to be successfully tackled, 
needs an exact knowledge of the reserves kept, and essen- 
tial to be kept, in various kinds of business; i no quack 
medicine like a corporation tax can cure this.^ 

ir. Forms and Rates of Corporation Taxes 

We have come to the conclusion that there is nothing 
wrong in charging a corporation by way of a business tax 
on it because of the special benefits the State confers on it. 
The amount and the basis of the tax, that ought to be im- 
posed, are in theory easily inferred from this. The tax 
ought to be in proportion to the extra ability to earn ac- 
quired by favour of the State. In practice, however, it is 
very hard to evolve any suitable index of the extra earning 
capacity. In the case of individuals, we have regarded 
income as the criterion par excellence of ability. With 
regard to corporations, however, capital is often urged as 
a more suitable criterion. Many other queer combinations 
are suggested and have been practised.^ To decide the 
scale of rates to be followed is equally difficult. Should the 
tax be regressive, proportional, or progressive? Since the 
tax is a benefit tax, no sure test is available as in case of a 
tax based on ability theory. A proportional'^ tax, however, 
we feel, will be proper.® / 

Let us examipe some of the more prominent corpora- 
tion taxes imposed in various countries. 

1 Even then, one can only proceed on the assumption that a uniform, 
level of reserves ought to be kept in all iirms in the same branch of business. 

2 We shall discuss this problem at fuller length when discussing the 
tax on undistributed profits, for that, -we feel, is the onljrtax, for -whose im- 
position the inequity of the present tax system, and the possibilities of eva- 
sion it offers, can be urged as a plausible argument. ' 

8 Seligman enumerates no Jess tluin thirteen important bases of the 
tax in tJ. S. A. Vide Essays in Taxation, pp. 218-219. 

4 Someho-ir, benefit theory has usually been believed to lead to propor- 
tional taxation. See Clvap. I. 

5 Cf. “ Tire application of the progressive principle to corporations is 
therefore of dubious expediency*’ — Seligman, Progressive Taxation in 
Theory and Practice, p. 818. 
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A — Tax on Capital 

Since the special benefit that a company gets enables it 
to get more capital, the capital of a company is often consi- 
dered to be a good criterion to measure the special earning 
capacity. Such a tax, however, is not successful, because 
the task of computing capital, as the U.S.A. experience 
shows,'' is greatly difficult. Various devices as over-capitali- 
zation, watering of stocks, etc. make the task of finding out 
invested capital from the present book-entries impossible, 
li we insist on a proper book-keeping from now onwards. 
:n future we may have a satisfactory way of ascertaining 
the invested capital, but to-day we have none. 

B — ^Tax on Income 

An equally justifiable and administratively more 
feasible tax is the tax on corporation income. Since benefit 
3s better taxed, only when, and to the extent, it realizes 
itself in. greater income, this tax is better than the one on 
capital. It also avoids the disastrous consequences that an 
annual tax on capital may produce. Many companies with 
large capitals make no profits druring some years. To exact 
from them during such time a tax, which, however 
moderate the rate, will amoxmt to thousands of rupees, may 
naean their liquidation.^ Moreover, corporation income, 
though a difficult thing to arrive at, is more easily worked 
out than its capital. A tax on it, therefore, has been greatly 
favoured. In Great Britain, however, the tax has been 
looked down upon. In 1920 a Coporation Profits Tax at 
a uniform rate of 5 per cent on company profits was levied. 


- ' 1 The Bo-calied ** capital stock tax of U. S. A. is no capital tax for 
under it the companies are allowed to declare themselves the value of their 
capital. 

■ ~ One is reminded of the State Commercial Railways in India, on which 
according to the Railway Convention of 1924, a capital tax of 1 per cent 
-was levied. Tlie War Trau^ort Member in his 1943-44 Railway Budget 
Speech was very severe in his criticism on this matter. “ It is not unfair 
to say that the failure to adopt a sound fmandal policy had brought railways 
in a'most perilous position, from winch'" they have only been rescued, for the 
.present, by the abnormal condition of a world war ”. Para 21. 
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but was soon repealed. ^ So far, no such tax has been 
revived.^ 

Scale of the Tax 

We have argued before that as the special abilitj’ 
resulting from benefits of incorporation cannot even be 
roughly measured, it is best not to apply the progressive 
principle to a tax on corporation profits. Most of the coun- 
tries have realized the wisdom of this rule, and levied only 
proportional taxes. U.S.A., however, has since 1935 flung this 
caution to the winds, and embarked on the progression 
principle even in company taxation. The progression, how- 
ever, is too small — from 12J per cent to 18 per cent® — to 
create any great effect, and thus to put to test a crucial 
principle.'^' 

In India, corporations have been taxed for many years. 
By a great anomaly, this had been considered as a part and 
parcel of the income tax. This wrong analogy so impressed 
itself on the mind of the Government that even as in the 
case of individuals, an exemption level was provided for in 
case of companies. The anomaly is fortunately removed 


1 For n characteristic British continent, see “ It was a poor aftair, 
uneven in its incidence and easily evaded.” — Hicks, Hicks and Rostas, 
The Taxation of U'ar Wealtli, p. flo. 

2 Tlie supreme need for more revenue iias once again compelled the 
firitish to have under the gr.md name of National Defence Contribution 
a business profits tax. Under it, both the incorporated and unincorjiorated 
firms arc taxed on their profits. On corporations a 5 per cent tax is lesdcd, 
on unincorporated concerns .t per cent. The purpose as well as the justi- 
fication of the Act are, however, very different. The idea is not to tax the 
special ability of corporations, ,for in tiuit case the unincorporated bodies 
uould have been left untaxed, hut only to tax the greater profits tliat all 
businesses aic likely to make because of the feverish war preparations. For 
this purpose, public utilities, whose rates are regulated, and, which can. 
therefore, make no extra war profits, arc exempted. With the passing of 
the E. P. T., the N. D. C. Act, though existing side by side, occupies in practice 
an unimportant place being levied only where profits arc not liable to E. P. T. 
So much, because there scorns to be n strange misimderstandiiig about N. D. C. 
It lias been ilescribed as “ another version of C. P. T.” — Taxation of War 
Wealth, p. 00 ; see also Green, p. 59. 

3 Revenue Act of 1930 — an article in the American Economic Resaew, 
19.39, p. 703. 

4 Strangely enough, the income from corporations was exempted upto 

1030 from personal income-tax in U. S. A. ns if to compensate the sliare- 
holders for the corporation tax.: — See Green, p. 59. ^ , 
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now. By the 1939 Finance Act, a super-tax of 1 anna in 
the rupee was levied on all corporation profits. With the 
changes in the rates of the income tax, this tax also has been 
increased. From April 1944, the tax on corporation incomes 
has been raised to 3 annas. A concession is provided for 
in the case of tindistributed and such other profits as are dis- 
tributed in the payment of dividends bearing a fixed rate of 
mterest. In both these cases, the tax is only 2 annas. 

Incidence of the Tax 

A tax on corporation profits can achieve its desired 
aim, only if its incidence is on the shareholders. K it is 
shifted to the buyers of the goods or services that the corpo- 
rations produce or render, the tax will be a t5T3e of a sales 
tax at varying rates on different types of goods. Usually, 
however, no such possibility can arise when a tax on cor- 
porations is levied according to their net profits. The possi- 
bilities of passive investment and limited liability are open 
only in companies, so that no moderate tax is likely to lead 
to transfer of capital from companies to private businesses. 
Under modern conditions, private businesses and com- 
panies form non-competing groups to a great extent. There 
are some private companies, which are companies only in 
form, and whose owners can change them into private 
firms without much trouble to themselves. Nonetheless, 
no such course is likely to be followed until a heavy tax is 
levied, for such persons gain more by our system of not 
taxing the tmdistributed profits of the company at the maxi- 
mum rates than they are likely to lose because of the 
profits tax. If, however, the tax rate be very high, the tax 
is likely to be partly capitalized and will rest on old share- 
holders, and partly, since investment in private businesses 
will become more attractive, will he passed on to consumers 
of those goods and services where corporations play a 
dominating role. 

In cases, however, where the prices are controlled by 
the State and where corporations pla3’^ a predominant part 
as in the case of public utilities, there is a likelihood of 
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•even a light tax being shifted to consumers.'' In the fixa- 
tion of these rates, as is -well-knovra, the reasonable profits 
that the shareholders must get are taken into accoimt. A 
tax on corporation profits, unless it changes the concept of 
“reasonable” in the minds of the rate-fixing commission, 
may mean a higher charge for consumers. Public utility 
concerns •were, on this ground, exempted from the British 
Corporation Tax of 1920.^ 

C — Undistributed Profits Tax 

A Method to Remove Two Major Inequities 

We have seen the inequity that prevails in our income- 
tax system between partnerships and companies, and the 
possibilities it creates of a -wide-scale evasion. An undis- 
tributed profits tax, it is pleaded, is the best weapon to 
remove these two “major inequalities.’’^ 

We have abready pointed out where the great inequity 
exactly lies. In order to remedy this inequity, only two 
courses are possible; — (a) to treat private businesses in 
the same manner as companies. Even as ■with a company, 
in the case of a private business, we ought not to tax that 
part of business profits, which is utilized for its growth, 
expansion or stabilization. Such an arrangement, however, 
v/ould be administratively impracticable. Moreover, once 
this demand is conceded, it is hard to withhold a similar 
demand with regard to professionals, multiplying still fur- 
ther the administrative difficulties;'^ (b) to treat com- 
panies as private businesses. Undistributed profits must be 
treated as if they had been distributed as dividends among 
the shareholders. This can only be done, if the rights of 
the various lands of shareholders are definite, or still more 
easily if we had only some standard contracts between the 
company and shareholders. As it is, however, we have a 

1 liVtz — Tublic Finance, p. 403. 

2 Sliirras, p. 500. 

3 IbesiOcnt Hooscvdt’-s tax mwsngD in 10.30, qiioled in ‘Revenue Act 
of lO.'JO’ — The American Economic Rcvicav, 1036, p. 467. 

4 ‘Report of the Committee on National Debt iind Taxation,’ paras 1017 
and 1018. 
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bewildering variety of shares, and to assign the undistribut- 
ed profits of a company among the holders of these on any 
rational basis is an impossible taskJ 

niese two methods of bringing about perfect equity 
being ruled out, a tax on undistributed profits is advanced 
as a rough and ready method of having some sort of equity. 
It is hard to see, how this method' can achieve the end.^ 
The amount of this tax bears no necessary relation to that 
which would have been paid, if the entire profits were dis- 
tributed. Moreover, the need to have reserves varies from 
industry to industry, and from firm to firm within the same 
mdustrj'. Small corporations need more reserves than 
big corporations, for they can depend less on outside 
credit.2 Growing corporations cannot afford to distribute 
the same part of their profits as mature ones, because they 
need funds for their expansion; corporations dealing in 
consumers’ goods can rest content with less reserves than 
those dealing in construction goods for the latter are liable 
to greater fluctuations; for the same reason, companies pro- 
ducing necessaries may be satisfied ^vith less reserves than 
companies dealing in luxuries. Since it is not possible to 
make an allowance for the varying needs of all these, a tax 
on reserves will bit some companies harder than others. 

The claim of an undistributed profits tax to deal with 
the problem of ex’asion is equally untenable. It may be 
that in a few marginal cases the tax may prove the decid- 
ing factor, the last straw on the camel’s back, and may 
prevent the accumulation of an excessive reserve fund. In 
the great majority of cases, however, though the advant- 
ages of a private company as a mode of evasion will be 
reduced, they will remain substantial. Most of the persons, 
who resort to the detdee of private companies, will be 

1 See Simons, pp. 189-19-1.. 

2 President Roosevelt had a very queer idea of equity. In his tax 
message, he pleaded tliat ‘-the rate on undistributed corporate income 
should be so graduated and so fixed as to yield approximately the same 
revenues as -would be yielded if corporate profits -were distributed and taxed 
in the han'ds of ' stockholders.” — ^“The American Economic Re-eie-w,’ 1930, 
p. 407. 

3 Buehler — ‘The Undistributed Profits Tax,’ p. 90. Tliis is a result 
entirely at variance -^vith Roosevelt’s desire to help small corporations. 
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otherwise liable at the maximum income tax and super tax 
rates. The tax on undistributed profits cannot be so heavy, 
for otherwise many big companies, which have not the 
slightest intention to pile up reserves to evade income tax, 
will have to pay penal taxes on undistributed profits. Most 
of them will be forced either to distribute a major part of 
their earnings and have little reserv’^es,'' or to put forth 
superhuman efforts to keep reserves at the necessary level. 
There can be no doubt as to what the majority will do under 
such circumstances. 

While, theoretically, this prospect of almost all the 
corporation profits being distributed may sound attractive 
as an ideal solution, its practical results will prove disas- 
trous. The sources of corporation finance are entirely dif- 
ferent from those of private businesses. Unlike the latter, 
the corporations cannot depend on the active interest of the 
owners for their finance. If the shareholders were given 
all the profits, there is little likelihood of their being re- 
invested in the companies, when they are needed. In bad 
times, the passive owners, thanks to their limited liability, 
will not like to invest more. Corporations can tap othed 
avenues of money like public bonds, loans, etc., more easily 
than private businesses. But these bring with them com- 
mitments of interest and some of them are liable to be re- 
called any moment; the best way to get them on easy terms, 
and to a sufficient extent, is the piling up of a good reserve 
fund. The resen^es alone can enable a company to tide 
over bad years, to have a stable dividend policy, and to 
embark on an expansion scheme when the limes are propi- 
tious, without incurring any . extra cost. To dry up this 
great source of strength is to precipitate a disaster for the 
' companies and to cause a general setback to economic pro- 
gress. None can look upon such results with equanimity. 

A prohibitive tax on undistributed company profits must, 
therefore, be ruled out. A tax lighter than this can hardly 
be expected to prove an effective check on evasion. 

1 President iiooscvell niid certnin oilier American Economists liciicvinf: 
■in the “ nnder-oonsumption ” theory of depression ivnntcd .some .such result. 
The iwsition of dependence on the Slotc in tvhich the comp.sniis would then 
be put in limes of dilhculty was, to them, an nddilionnl nttrnction. 

) 
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Effects on Shareholders 

Unlike a net income tax on corporations, a tax on un- 
distributed profits cannot be justified on the groimds of 
special benefit conferred. Its effects, therefore, on share- 
holders must be considered. There is no relation between 
the wealth of the shareholders, and the proportion of 
profits that their company distributes. The tax, therefore, 
mil mean a great inequity among the shareholders."' 

Practice in Different Countries 

In spite of the untenability of arguments for it, the tax 
on undistributed profits prevails in a number of countries. 
In Great Britain the undistributed profits of the company 
have been taxed at the standard income tax rate for the last 
so many years. The standard rate of tax is laid down in 
the Annual Finance Acts. Just before the war, it was 5s. 
6d. per £ i.e. 27.5 per cent — certainly a high rate; 
at present it is 10s. i.e., 50 per cent. In India, 
a tax is levied on undistributed profits of the company at 
the maximum income tax (excluding super tax) rate laid 
down in the annual Finance Acts. For the year 1939-40, it 
was fixed at 2 annas 6 pies per rupee, i.e., 15.625 per cent; 
for the year 1945-46, it is fixed at 4 annas 9 pies per rupee.^ 
In U.S.A., undistributed profits were taxed since 1936. Un- 
like other cormtries, the rate of the tax increased as the 
percentage of undistributed profits to total income went on 
increasing. The rates were as follows: 

1 The attitadc of the Colvryn Committee to this problem is queer. 
“ As regards the first {i.e., equity between various shareholders) it has only 
to be lemarked that the company icseire is composed of the involuntary 

savings of shareholders with incomes of varying sire But the man 

who is escaping Super Tax on his share is unaware of any benefit, and the 
man with an income not liable to Income Tax is not conscious of any _hard- 
slups. ” — para 3S8. Consciousness of the inequity suftered is no considera- 
tion in the equity of a tax. 

2. Both in Great Britain and India, the method of taxing undistributed 
profits is peculiar. All the company profits are formally taxed at the 
“standard” or the “maximum” rate. The company deducts this rate 
from the dividends it distributes to its shareholders. By a system of refunds 
and '* extra charges ” appropriate individual rates ate levied on distributed 
profits. The “standard” or the “maximum” rate, thus, applies only 
to undistributed profits. 




TAXATION OP BUSINESS 


105 


7% on the portion of the undis- 
tributed net income in excess of 


12% 

do 

do 

do 

17% 

do 

do 

do 

22% 

do 

do 

do 

27% 

do 

do 

do 


10% of the adjusted net income 
between 10 — 20% do do do 

between 20 — 10% do do do 

between 40 — G0% do do do 

in excess of 00% of the adjusted net 

income 


These rates at the lower stages were moderate compar- 
ed both to the Indian on the British tax. Even in a case, 
where no profits were distributed, the tax would only 
amount to 20.5 per cent. In the ordinary case, where at 
most 60 per cent of the net profits was kept as reserves, the 
tax amounted to less than 16.2 per cent. The great oppo- 
sition that this tax aroused seems to have been due to its 
novelty, its avowedly regulatory purpose, and its being a 
part of a complicated net-work of a corporation tax system, 
for each component of which much could be said, but whose 
combined weight was bound to prove oppressive. The pro- 
gressive rate of this tax intensified the inequities between 
corporations that a tax on undistributed profits was bound 
to produce. As a result of this opposition, the tax was con- 
siderably reduced in 1938, and entirely removed in 1939. 

The inequities that we have pointed out will result 
only in so far as the incidence of the tax is on the com- 
panies. In general, that is so because a tax on undistribut- 
ed profits is a tax on a part of the net income, which does 
not enter into prices. But sometimes the varying effects of 
"the tax on different companies set forces in motion, which 
may cause the tax to be shifted to the consumers. A tax 
on undistributed profits reduces the attractiveness of 
investment in those companies, which stand in need of big 
reserves. Thus, it may bring about a transfer of capital 
from industries needing big reserves to those in need of 
less. The possibilities of capitalization of the tax, so far 
as old ^areholders are concerned, ant^a" shifting of the tax 
to the consumers', so far as new capital is needed, exist in 
such cases. As long as the tax is not “very heavy, this will 
not be a powerful factor. 
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D — ^Excess Profits Tax 
(i) During Peacetime 

In addition to the three corporation taxes that we have 
seen so far, we have in U.S.A. an excess profits tax on cor- 
porations. Modem business conditions facilitate the growth 
of large firms having a great control over market supply. 
This results in more than competitive profits to them, in 
“excess profits” as they are called. The State must take 
away as much of these, as it can. A tax on excess profits 
ideally ought to extend to all fields; corporations as well as 
private businesses ought to be embraced by the tax. But 
usually monopoly or quasi-monopoly is only possible in 
case of business units commanding a large amount of capi- 
tal. Such units will mostly be corporations. Moreover, the 
task of administering an excess profits tax is much easier 
in their case. The excess profits tax is. therefore, confined 
on practical grounds to corporations only. 

Objections to the Tax 

So defended, the excess profits tax is open to a number 
of objections, most of which turn roimd the concept of 
“excess” profits and “normal” profits. What are the “nor- 
mal” profits of a business or firm? Theoretically speaking, 
they are profits which would accrue in a condition of per- 
fect competition. But in practice, it is hard to find these 
out. We have, certainly, a number of industries where 
fairly good competition prevails; but we cannot work from 
the profits of these to normal profits for other industries. 
The term “normal profits” covers many economic concepts 
hard to unravel. The reward of risk-taking is included 
in this term. Risk is a vital factor in production, so that 
we dare not take the risk of eating into its reward. The 
Tax may, moreover, mean a penalty on efficiency and inven- 
tiveness. Though high profits are often the result of social 
emdronment, they may also be the r^ult of individual 
ability and business genius. To tax them without discri- 
mination is to destroy, or at least seriously diminish, one 
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of the great sources of economic progress."’ To discrimi- 
nate between high profits due to these two different reasons 
is very difficult. 

The force of these arguments has proved conclusive in 
preventing many countries from having any excess profits 
duty in peacetime. U.S.A. has, however, from 1933, an 
excess profits duty in force. The duty at first 'was levied 
at a^per cent flat rate on all amounts in excess of 121 per 
cent of the adjusted declared value of the capital "stoclc.^ 
in 1935, however, the tax was made progressive — 6 per 
cent on net income in excess of 10 per cent and not in ex- 
cess of 15 per cent, and 12 per cent on the net income in ex- 
cess of the 15 per cent of adjusted declared value.® These 
rates are quite moderate, and will do little harm from the 
viewpoint of their effects either on risk-taking or on indivi- 
dual efficiency. If coupled as in case of war-profits taxes, 
with a provision giving power to some body to raise “normal 
profits” in exceptional cases, the statute may find adherents 
in other countries, v 

Administrative Difficulties 

Even when all adjustments have been made to make 
the peacetime excess profits tax unobjectionable, a great 
administrative difficulty remains. When discussing a tax 
on corporations according to their share capital, we saw 
that the great difficulties confronting such an attempt had 
made U.S.A. give up the tax. Here, we have to calculate 
not only the share capital, but the whole working and fixed 
capital, which is' a more difficult task. The Americans have 
devised an ingenuous way of dealing with this difficulty. 
In U.S.A., a capital stock tax is charged on capital as 
declared by the officers of the company for the purpose of 

1 Cf. “ Sometliing can be said for a graduated tax on income; something 
can even be said for a graduated tax on capital ; but it is so difficult to say 
anytliing in defence of a tax ■which is graduated on the varying percentage 
which income bears to capital. To penalise enterprise and ingenuitj* in a 
w.ay that is not accomplislicd by a* tax on either income or capital — that 
is the unique distinction of the la'W.” — Scligman, “ War Revenue Act ” in 
the 'Political Science Quarterly,’ Mardi 1JU8, p. 29. 

2 Green, p. 97. / ' 

!5 Green, p. 100. . ' • ' 
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determining the excess profits tax. The combination of 
these two acts puts the taxpayer on the horns of a dilemma. 
If he declares his capita! too low, he will have to pay an 
unduly high excess profits tax; if too high, ho will have to 
pay an unnecessarily high capital stock tax. For any one 
year, of course, the choice is easy. A little arithmetic will 
show the company the most favourable combination, and 
it can declare its capital accordingly. But over a number 
of years, no such calculation is possible. The rate of the two 
duties may vary any year, upsetting previous calculations; 
the relation of profits to the declared stock capital is bound 
to vary from year to year. This dilemma, it is hoped, 
will make the taxpayer speak the truth. The exact strength 
of this procedure depends on the length of time, for which 
a declaration regarding capital stock is made binding. If 
the corporation officials are allowed to make different de- 
clarations every year, the procedure loses all sense. The 
U.S.A. Government so far has not appreciated this point. 
By the Act of 1933 the stock first declared in that year was 
to be taken to be the stock for subsequent years, the only 
changes permissible being due to the actual increase of, or 
decrease in, capital. In 1936 an option was given to the 
companies to declare their capital afresh.- In 1938, when 
the capital stock tax was lowered from 0.14 per cent to 0.1 
per cent, a fresh opportunity was again given, the declara- 
tion being binding for three years.'' Thus, so far, U.S.A. 
has given opportimities for fresh declaration, whenever 
new rates were imposed. The results have not been happy. 
Much greater sums are collected from the capital stock tax 
than from the excess profits tax.^ The companies have 
found it more profitable to declare the capital stock higher. 

(ii) During Wartime 

The public clamoiu: and the State need for taxation of 
excess profits become especially great in wartimes. The 

1 Vide Green, pp. 99-100. 

2 In 1934 and 1035 while S2 .0 millions and $C .6 millions were collected 
from excess profits tax, more than S80 railiions and $91 millions irere collected 
from the capital stock tax— iGreen, p. 93. 
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demand for armaments and war goods, the civilian demands 
of the vast number of soldiers, the great changes in foreign 
trade due to cessation of imports from and exports to 
enemy countries, shipping difficulties and gain or loss of 
markets in neutral countries, the shiftings of population, 
the destruction of property and goods by bombardment — 
all these war phenomena mean a great change in the direc- 
tion of production. These, coupled with the failure of the 
government to meet war expenses out of taxation and bor- 
rowing, and with the fact that these processes continue 
throughout the war, enable many persons, who find their 
skill, capital eqmpment or goods in greater demand, to make 
fortunes. These extra profits are not the result of any in- 
telligence or foresight on their part, and therefore are mere 
windfalls which may well be taxed cent per cent. Other 
circumstances are propitious for such a tax. The labourers 
do not wish that out of their sweat their owners should 
* prosper; the fighting forces do not relish some manufac- 
turers getting prosperous out of events that involve them 
in deadly combats; the other traders and manufacturers, 
who find their goods in less demand as a result of the war, 
join hands. The cry to let no person make a fortune out of a 
national calamity goes out. The Government, in great 
need of revenues and in greater need of the sympathy of 
these people, has to devise some tax on war profits.'' 

But no amount of propitious political circumstances, no 
public clamour, and no government anxiety could make an 
excess profits tax possible, unless it were administratively 
workable. We have seen the great difficulties that en- 
counter an excess profits tax during peacetime. Fortunate- 
ly, most of these difficulties are rendered easily surmount- 
able in war conditions. The concept of "normal” profits is 
easily defined in such times. All profits due to war are 
considered to be “excess” profits; and usually, all profits 
during war are supposed to be due to war. This supposi- 
tion is, in the main, true to facts, for all ordinary forces of 
promotion and expansion are in suspense diuing wartime. 


1 Cf. Haig, pp. 3-5. 
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There are, however, exceptional cases for which relief pro- 
visions have to be made 

Standard Period 

It IS easy to visualise theoretically the concept of war 
profits and of profits during peacetime. But the task of 
laying down a practical method of calculation is difficult. 
Normal peacetime profits are usually defined in terms of 
profits made during the past few years before the war — 
profits made in the “standard period.” The choice of the 
year or years, which should be taken as “standard period,” 
becomes a greatly controversial task. Two imperative 
rules must be observed in this choice*, (i) Since we wish to 
tax excess profits during the war, the standard period must 
be as near the war as possible, while being sufficiently re- 
mote from it not to he affected by the war preparations. It 
was, therefore, that the refusal of the Indian Government 
to include the choice of the year 1938-39 among the stan- . 
dard period was the prelude to a great business agitation. 
The government finally allowed this year to be included 
among die standard period, but it was not a year which 
could be chosen alone. Contradictory as it may seem, the 
British law, which does not allow any year after June 1937 
to be taken individually as the standard period and no year 
later than December 1937 to be counted in the standard 
period, was dictated by the same considerations, for the 
British Government had long ago embarked on vast re- 
armament expenditures (ii) As profits in a single pre- 
war year may not reflect normal profits, an average of two 
to three years is preferable as a standard period. Since 
depression affects different industries differently and in 
different years, and since also the history of individual 
firms widely differs, a system permitting sufficient 'elasti- 
city through a wide choice of the “standard period” is 
highly desirable. This requirement has been usually satis- 
fied in all countries. In India, for example, tuider the pre- 
sent excess profits tax any of the following periods may be 
selected; (a) the year 1935-36, (b) the year 1936-37, (c) the 
years 1935-36 and 1937-38. (d) the years 1936-37 and 1937- 
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88, and' (e) 1937-38 and- 1938-39. This wide choice obvi- 
ates the necessity of laying down different periods for 
different industries. 

Provisions for Hard Cases 

The choice given, however wide, involves difficulties 
to certain industries or firms. It may happen that the 
standard period laid down was one of depression or nais- 
fortune for them; or they might have during that period 
made investments mainly with a view to the future profits. 
Such hard cases have to be specially provided for. Various 
sorts of provisions are inserted to give the necessary relief 
in such cases: 

(a) Wider Choice of a Standard Period: Wider choice 
of a standard period is given to firms or industries, which 
can prove themselves to be specially unfortunate in the 
normal period. The Excess Profits Duty in U.K. in the last 
war laid down any two of the three pre-war trade years 
as the standard period in normal cases, but where firms or 
industries could show that their profits in the three pre-war 
years were less by 25 per cent than those of the six pre-war 
years, they were allowed to choose any four out of the six 
pre-war trade years as their “standard period.”® 

(b) Raising of Standard Profits: Discretion may be 
given to certain bodies to raise standard profits in those 
cases where special reasons can be assigned. During ttie 
last war, the Board of Referees in England were empower- 
ed to increase the profit percentage in case of a “class of 
trade or business,”® and cases are on record, when they 
declared 29^ per cent as standard profits. Under the pre- 
sent E.P.T. in Great Britain, a similar option has been 
given. If satisfied that in the standard period the rate of, 
the profit or business volume of any firm- was- less than 
might have been reasonably expected, the Board of Refe- 
rees may raise the standard profits to the level they think 

1 Excess Profits Tax Act, 1940, See. 6 (2), 

2 ‘The Taxation of War Wealth,’ p. 73. 

3 Haig, p. 123 ; lor the list of such cases, see pp. 134-130. For an .account 
of how the discretion worked, sec Stamp — ‘Taxation of Profits During the 
War,’ pp. 170-178. 
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just. In case of companies, however, their power to in- 
crease standard profits is limited; they cannot raise the 
amoimt beyond that necessary to provide the fixed interest 
on paid-up share capital, and 6 per cent per annmn on paid- 
up share capital where no interest has been fixed, except 
in the case where they are satisfied that there is some spe- 
cific cause peculiar to the trade or business to grant a 
greater amount. ■> In India, we have a similar clause in the 
present Excess Profits Tax. Section 6 (3) of the Act gives 
power to the Board of Referees to raise the amounts of 
standard profits to such limits as they think just, if they 
are satisfied that during the standard period the profits of 
the business were less than might have been reasonably ex- 
pected; but they have no power to grant an increase 
higher than the statutory percentage^ on average capital 
employed, except when convinced that such an amount 
thould be allowed owing to some specific cause peculiar to 
the business.' It will be seen that whereas the Board’s 
power to raise standard profits is limited in England only 
in case of companies, in case of India it is circumscribed in 
all circumstances. In case of India, besides an application 
to the Board through the Excess Profits Tax Officer, a 
second appeal lies to the Central Board of Revenue, whose 
powers are similarly circumscribed.® By way of illus- 
trations rather than exhaustion, certain hard cases are spe- 
cially mentioned in the Act. Btisinesses of pioneer nature, 
i.e. those concerned with an industrial process not tried 
before 1-4-32 and not having paid income tax for 1935-36 
or any previous year, and businesses which have incurred 
heavy expenditure as preliminary expenses or expenses in 
connection with developmental or exnerimental work in 
the standard period, are specially mentioned."*- 

The wide discretion granted to these bodies raises one 
very interesting question. What exact criterion should 
they follow with regard to raising profits? Should they try 

1 Finance Act (No. 2) 1039 (U. K.), See.' 13 (7). 

2 It must be remembered tliat tUc statutorj' percentage is much higher 
than C pet cent. 

3 See. 2G (1). 

4 See. 20 (2). 
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to calculate profits as they would have been but for the 
war? Or, should they go about with charitable hearts and 
grant relief in cases even where they find that the miseries 
of the industry are not due to any special circumstances 
which would have been removed in course of time, but due 
(o causes which would have continued? This question 
arises with special force in case of declining industries. 
Really speaking, in such cases there is no reason to utilize 
this discretion. Since our aim is to tax all war profits, not 
only high profits, there is no reason why we should grant 
the declining industries any allowance. In the last war, 
the decision of the Board in U.K. was the same."' 

(c) Alternative Percentage Standard: There is still 
another way in which the hard cases can be minimized, 
viz., an alternative provision of a percentage standard. The 
E.P.T. in England during the last war gave the businesses 
freedom to either compute their standard profits as those 
made during the standard period, or as a certain percentage 
on the capital employed. The rate was fixed at first at 6 
per cent in case of companies and 7 per cent in case of pri- 
vate firms.® For accounting periods ending after 31-12-1916, 
the percentage was raised to 8 per cent in case of private 
businesses. Some changes followed later. The broad re- 
sult of this provision was to provide an automatic exemp- 
tion in those “hard” cases, where due to some reason or the 
other the pre-war profits were less than a certain per- 
centage. The statutory percentage provision was resorted 
to only in some cases, as the pre-war percentage of profits 
was usually higher. Nonetheless, this choice must have 
obviated the necessity of a good many appeals to the Board. 

To this provision, however, there are many objections. 
Besides necessitating the almost impossible task of comput- 
ing capital, such a provision fails to distinguish between 
cases which deserve relief, and cases which do not. It 

1 Stamp, ‘Taxation During the War,’ p. 17.J. Tlie effects of this deci- 
sion were much mitigated by the alternative percentage standard. 

2 Haig, p. 01. The greater percentage allovred to private businesses in 
all such cases is because of the fact that -whereas the profits of a company 
exclude -wages of management, the private business profits include them. 

8 
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attiovints often to a bounty to existing sharebolders. Take, 
for example, a company making a standard profit of 3 per 
cent not due to temporary causes, but due to reasons likely 
to have persisted. If the market rate of interest is 6 per 
cent, the prices of its Rs, 100 original shares -would have 
declined to Es. 50. With the optional percentage at 5 per 
cent, if due to the -war the company can make a profit of 5 
per cent, and if the excess profits tax is laid down at cent 
per cent, the market prices of the shares will rise to more 
than Rs. 83. Many of the shares will, in the meanwhile, 
have changed hands, so that persons who bought on the 
basis of 3 per cent interest will be unduly benefited. The 
process wRl be reversed, when the excess profits tax will 
cease, and the new shareholders will, for no faiilt of theirs, 
be unduly penalized.'' 

.Much more objectionable is an excess profits tax, 
which provides only a percentage rate for the computation 
of standard profits, more rightly called a “high profits tax.’" 
The American war profits tax dtiring the last war was of 
this nature.® The Indian Excess Profits Tax after the last 
war was very similar. It was imposed in 1919 at 50 per 
cent on profits exceeding 10 per cent. Such a tax suffers 
not only from the defect we have mentioned above, but 
also from a contrary effect. Firms making peacetime pro- 
fits higher than the statutory percentages are adversely 
affected. The shares of such firms will go down in value. 
When the excess profits duty is repealed, the consequences 
will be reverse. The harm that a high profits duty of this 
variety may do depends on the rate of the tax and the 
time for which it is allowed to last. Where the tax is light, 
the changes in the capital value of shares both after the 
imposition and the repeal of the tax will be mild. Where 

1 In so far as such a faU is expected, the argument loses its force. 

2 American war profits tax had n chequered history. It was Icmed 
in — before the American entry into war — on the Wgh profits principle. 
In lots, however, a real exce.ss profits tax was enacted, wluch, while leaving 
the former tax intact, reduced it to n nullity, since only the higher tax was 
to he charged, and E. V, T, ^vas often the higher. 
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ihe tax is permanent, the effects after the repeal cannot 
follow.'' 

■While the alternative nse of, or the sole resort to, per- 
centage profits to determine standard profits is highly un- 
desirable and administratively very difficult, the method 
has to be relied upon in certain cases. There are many new 
industries started just before the war, or during the war, to 
which the application of the standard period is luifair or 
impossible. In case of all these to compel a reference to 
tribunals means an unnecessary increase in the work of, 
these bodies and a great hardship on such businesses. A 
resort to the percentage standard forms an easier way out. 
Since the firms did not exist long before the war, no great 
bounty to shareholders is likely to result. The computa- 
tion of the capital of firms so recently started is an easy 
task. Thus, the administrative and economic objections to 
a statutory percentage standard lose much of their force. 
Both the British and Indian E.P.T. Acts passed during this 
war provide for new or very recent firms in this way. The 
British Act provides that in case of a trade or business com- 
menced after 1-7-1936 the statutory percentage method 
shall be followed.^ The Indian Act allows all businesses 
which were commenced on or after 31-3-1936, to choose, if 
the owners so want, the statutory percentage standard.'^ 
The percentage laid down is 8 per cent in case of com- 
panies except where the directors have a controlling 
interest, and 10 per cent in all other cases.'^ 

There is also another case, in which a percentage com- 
putation is found to be essential. Increases and decreases 
in the capital of a compairy of a private business are bound 
to persist even in war time, and some allowance must be 

1 It is, tlvetefOTc, thjvt in discussing n peacetime excess profits tax, 
v/c have not considered these objections. Such a tax is likely to be a per- 
manent feature of the tax system, and the rate will be light, 

2 See. 18 (8). It must be remembered that the Act does not, in any 
case, pTofvide the year 1037 to be taken as n standard period. No case of 
option, therefore, arises. 

3 See. 8 (1). The Indian Act docs give an option unlike the British 

Act. 

4 Sec. 2 (21). The percentage is increased to 10 and 12 per cent respect- 
vely in case of industries starting on or after 1-7-1038. The British statutory 
percentages are 8 per cent and 10 pet cent in nil c.ascs. 
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made for this. For cases of capital increase, a rise in the 
standard profits calculated on the statutory percentage 
basis is provided for.'' For cases of capital decrease, a 
decrease in standard profits, usually on a lower percentage 
basis, is laid down.® 

(d) Depredation Allowance: We have dealt so far 
with hard cases, where difficulties arise in computation of 
normal peacetime profits. But there are also cases, where 
hardships are met with in computation of actual profits 
during the war. Often it happens that the capital equip- 
ment of an industry depreciates rmusually during war time. 
War-time profits calculated in the usual way will mean 
mjustice in such cases. So also^in cases, where much of the 
machinery and buildings taken during war time will be 
rendered useless after the war^ For these, special provi- 
sions have to be made. Under the 1915 Act in U.K. a 
power was given to the Commissioners of Inland Revenue 
to sanction extra allowances for exceptional depreciation 
on these grounds among others.® A further appeal lay to 
the Board of Referees. The present act gives such a con- 
cession only in case of equipment installed after 1-1-1937, 
if it proves to be obsolete after the war. The allowance is 
to be fixed at a sum equal to the selling price of the equip- 
ment at the actual time of selling, or at a date determined by 
parliament minus the written down value. The allowances 
can finally be settled only after the war but in the mean- 
while, the C.I.R. may allow a proviaonal allowance not ex- 
ceeding 10 per cent of the net cost."*^ The Indian Excess 
Profits Tax Act is more liberal in this respect. It em- 
powers the Board of Revenue to grant special relief in 
cases where they think that computing profits according to 
usual rules may prove unjust because of (a) any postpone- 
ment or suspension, as a consequence, of the present hosti- 

1 Sec. 6 ( 1 ). 

2 TIic decri^e is, both in ca.sc ol companic-s and private firms, provided 
at C per cent ; in case of industries starting after 30-6-1938, 8 per cent is 
provided for. The British Act provides for C per cent in all eases. 

8 Haig, pp. 50-52. 

4 Part I, Tth schedule to U. K. Finance Act (No. 2) lOIO. In nddition 
to this, ordinary income tax allowance may be granted, if essential. 
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lities, or renewals or repairs, or because of (b) the provi- 
sion of buildings, plant or machinery which will not be 
required for the purposes of the business after the termina- 
tion of present hostilities. 

Rate of Excess Profits Tax 

Wlhile, in theory, there is a case for a cent per cent 
excess profits tax, the possibilities of evasion that it may 
give rise to, and the serious enroachment on willingness to 
work and enterprise it may mean, compel the State to be 
content with less. Where a cent per cent tax is levied, 
once the business has reached the standard profits level, 
the businessman has nothing to lose in risking anything 
beyond that sum or giving away anything beyond 
it. In the last war, where at its highest, the British 
tax was only 80 per cent, many cases of evasion took place. 
Advertisements on a lavish scale were indulged in; unpre- 
cedented developmental and experimental schemes were 
embarked upon; and all other costs of future investments 
were liberally multiplied. For the first time, employers 
became solicitous about their employees and granted 
liberal allowances. With a 100 per cent profits tax, the 
efforts at evasion would greatly multiply. United King- 
dom started in this war with a cent per cent tax, but in 
April 1940, they reduced this to 80 per cent.^ To check eva- 
sion, vast powers have been given to C.I.R. to disallow any 
expenditure they think unreasonable. The fees of the 
managing agents have been specially controlled. In India 
the tax is lighter. It was 50 per cent upto 1941-42, and was 
increased to 66-2/3 per cent in April 1942. Since Apr^ 
1944, the w hol e_of t he e xcess profits which retnains~^^h 
the cotnpanies after the payment"oFthe~exc'ess'profits^ tax 
and the corporation tax hai to be deposited trith the Gov- 
ernment, and will be returned by it at the end of the war. 
In addition, th e Govemmentjwill contribute itself 6-2/3 per 
cent of the excess profits which ■'^1 be given~to the~tax- 

1 Sec. 26 (8). 

2 The whole of the excess proflts is takcu away by the State, but 20 per 
cent of this is treated as “ compulsory savings ” to be paid back after the 
war. 
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payers not later than two years after the war on such con- 
ditions as might be decided by the Government in consulta- 
tion with the Post-War Reconstruction Committee. 

While, on theoretical grounds, there is no reason to 
exempt small firms, because of the great cufficulites in- 
volved in the administration of the excess profits tax, it is 
held advisable to reduce the number of firms liable to pay 
the tax. The Indian Excess Profits Act follows this 
salutory rule and fixes the minimum standard profits at 
Rs. 36,000.1 

Scope of the Excess Profits Act 

On practical grounds the scope of the E.P.T. has to be 
restricted. While in businesses and trades the supposition 
that aU excess profits during the war are war profits is 
broadly true, we cannot say the same of professions, where 
individual skill and seniority cotmt for more. Even 
during the war, the normal upheavals in profession — ^new 
individuals rapidly dimbing up the ladder and old ones 
especially their successors falling out — continue. To bring 
them within the scope of the Act will mean either a great 
addition to the work of the Board of Referees, or unnece.s- 
sary hardship and injustice to rising stars among the pro- 
fession. Both the British and the Indian Acts^ rule out of 
their scope "a profession carried on by an individual or by 
individuals in partnership if the profits of the profession 
depend wholly or mainly on his or their personal qualifica- 
tions.” However, professions consisting in making con- 
tracts on behalf of other persons or giving to other persons 
commercial advice in connection therewith are liable to 
excess profits tax. Thus, stockbrokers and other brokers 
will not be exempt. 

Sometimes, the exemption has been extended unjusti- 
fiably to agriculture. The profits of husbandry were, under- 

1 Sec. G (4). In ease of coal mines, however, the miniinuni has recently 
been raised to Rs. 72,000. The English counterpart provides for n minimum 
of £1,000, or £150 per worldng proprietor upto a limit of £3,000. 

2 The wordings are of the Indian Act, but the British provision is tlie 
same. 
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the E.P.T. in U.K., not liable to excess profits tax;i under 
the new duty, however, they are included. In India, follow- 
ing the U.K., agriculture is included, though with bur scale 
o£ agriculture, very few persons will be liable to it. Some- 
times, the scope of exemption is still further widened. The 
1918 U.S.A. law applied to corporations only, and exempted 
even personal service corporations.^ Such a provision is 
absolutely unjustifiable, more so in the case of U.S.A., 
where the earlier similar acts were all-embracing, even 
professions being included. 

Provision for Losses 

We have seen in Chapter III the urgent necessity of mak- 
ing some provision in the levying of income tax for business 
losses. We saw there the inadequacy of such a provision 
as a substitute for the average method, when the rates were 
progressive. In case of E.P.T. the provision for losses is 
more adequate, as the rates are flat. Since the aim of E.P.T. 
is to tax excess profits during the war as a whole, there 
must be no time limit for the carrying forward or backward 
of losses except the duration of the Excess Profits Tax, 
The present Indian Act is satisfactory in this respect. 
There is a provision^ whereby if the actual profits in any 
chargeable accounting period are less than the standard 
profits, the amount of excess profits earned during the past 
accounting periods is reduced by that difference. Where 
the profits of the past years are inadequate, the balance of 
the deficiency is to be carried: on to future. In England, 
also, there is a similar provision."^ 

(iii) Excess Profits Tax in Particular Industries 

Certain industries, especially the armament industry, 
are likely to be enjoying excess profits long before the war. 
The preparations for war have their effects first in this 
field. Before the war preparations make an impact on tlie 
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whole industrial and economic life of the nation, some time 
elapses. During this time, a partial Excess Profits 
Tax on the armament and other war industries is often 
levied. In England in the spring of 1939, for example, an 
Armament Profits Duty Act taxing the excess profits of 
munition firms was passed. It was merged in E.P.T. after- 
wards. The Munitions Levy of the last war was slightly 
different. It was passed after the war (July 1915), because 
the E.P.T. came much later, and continued to be separately- 
administered until 1-1-1917. ■' In India, no question of a 
separate levy could arise, as it had no pre-war preparations, 
and no big armament industries. The principles, on which 
such a tax ought to be levied are the same as those of 
E.P.T., so that we need not go over them again. 

Conclusion 

The Indian Excess Profits Tax Act, 19A0, thus, proceeds 
on well-recognized economic principles, and compares 
favourably with similar statutes in other countries. The 
only broad defect of it, that can be pointed out, is its choice 
of standard period. But this choice is always a difficult 
and controversial problem. The choice in United Kingdom 
has also been criticised severely. Regarding other busi- 
ness taxes, however, the position is unsatisfactory.-' 
Of the three countries, England, U.S.A. and India 
whose tax systems we have examined, England has 
only the rmdistributed profits tax, and U.S,A. the 
corporation tax. It is only India that has both these. The 
super tax on companies is based on the principle of measur- 
ing the additional ability that the privilege of incorporation 
pro-vides by the net income of corporation, is levied at a 
light rate and may well be retained. But the undistributed 
profits tax that India le-vies is, to our mind, hardly justi- 
fiable, and must be done away with. 


1 Haig, pp. 6-7. 




CHAPTER VI 


TAXATION OF LAND 

I. Incidence and Justice of Various Land Taxes 

From time immemorial, land has been regarded as a 
particularly fit object for taxation. This, combined with a 
belief in the special character of income from land, has led 
to the prevalence of a vexatious multiplicity in the methods 
of land taxation. Since the incidence of a tax on land 
varies with the way in which it is imposed, a complete 
study of the incidence of land taxation will necessitate an 
examination of all these multiple methods. We shall con- 
fine ourselves, however, only to modern methods of land 
taxation ■* so as to make the task handy and of practical use. 

(a) Tax on Income from Land as on other Species of 
Income: The most usual land tax in all civilized coxmtries 
is the taxation of income from agriculture in the same way 
as that from any other source like trade or industry. Such 
a tax, since it is a part of the general income tax, can 
neither be shifted nor capitalized, as there is no other tax- 
less or less taxed field to which capital or labour occupied 
in agriculture can repair. The tax will, thus, rest only 
where it is imposed. Against the justice and equity of such 
a tax there is little to be said. Like aU other varieties of 
income tax, it is best suited to observe those fundamental 
requirements of justice which we saw in Chapter I. 

(b) Death Duties on Land as on otlier Species, of 
Property: In almost all countries, where death duties are 
levied, they are levied on agricultural land also. Such a 
tax has the same incidence, the same justification, the same 

1 For a short account of these, see Appendix HI to tlie Report of the 
Indian Taxation Enquiry Coxnmittee, Vol. H, pp. 22-20 ; also Note G to 
the ‘Report of the Punjab Land Revenue Committee,’ pp. 228-232. 
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defaults and defects,’ and the same advantages as a death 
duty on other forms of property. These have been already 
discussed at length in Chapter IV. 

(c) Tax on Land Value as a part of Property Tax 
Its Advantages 

A property tax on land, like the general property tax, 
has much to commend itself. In case of land, there is a 
special reason making a property tax welcome. There is a 
growing complaint at present that a substantial part of 
land is not put to proper use, thus injuriously affecting 
national welfare. Since the selling price of land is not 
determined by the actual income realized by the present 
owner, but by the income that will accrue if land is put to 
the best possible use, a property tax based on selling pricey 
of land is likely to prove a valuable incentive to the land- 
owner to put forth all his effort to utilize his land best. 

Its Defects 

(i) Taxation of Psychic Elements: In spite of these 
advantages, modern economists do not enthuse much over 
a property tax. The selling price of any property is not 
determined only by its net money income; in it also are 
reflected the non-monetary psytdiic advantages derived 
from possession of property. In general, it is not consider- 
ed unjust to tax these benefits. But in case of land, the 
psychic advantages are so great, that a property tax on land 
acts as a great hardship to the landowners. It is especially 
so in backward areas, where land ownership carries an un- 
duly high social prestige. 

(ii) Taxation of Future Incomes: The prospects of 
a future income count as much as the present income in 
determining the selling value of property. A tax on pro- 
perty is, therefore, a tax not only on the present, but also 
on the future, incomes. Ability and sacrifice, however, 
depend not so much on future proceeds as on current in- 

1 As vre have seen in Chapter IV, a daty on land is more likely to have 
been provided for by the deceased by extra work and/or by less consumption. 
Its effects on production may, therefore, be less adverse than in case of 
other properties. 
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come, and a tax taking into account future incomes may- 
cause serious inconvenience. E.g. a property that yields 
nothing to-day may in three years’ time bring in an annual 
income of Rs. 550. If the market rate of interest is 5 per 
cent and the future income is certain, the property will sell 
for about Rs. 11,000. Even if the tax on property is 
moderate, say 0.5 per cent, this property which is yielding 
no income to day will cost its owner Rs. 55 a year. While 
this defect is inherent in all forms of property tax, in case 
of a land tax the injustice is greater, because in its case the 
future prospects are likely to differ widely from the cvurent 
yield. In extreme instances, relief can be pro-vided for by 
special rules. When any area is first brought into cultiva- 
tion, for some years the charge may be kept specially low 
or the whole tax may be remitted. But in individual cases, 
and where the results are not so absurd but still inequitable, 
no such pro-vision is likely or even possible. The fact of 
such a tax taking future falls in income also into account 
does not detract from this inequity. 

(iii) Administrative Defects: The facilities for eva- 
sion of a property tax vary widely with different forms of 
property. Intangible property, which forms a large portion 
of urban wealth, can be very easily concealed. The tax on 
personal tangibles, though less easily evaded, can be escap- 
ed from in a larger number of cases than that on real estate. 
Rural property consists mostly of land; the few tangibles 
that the farmer has for purposes of cultivation are easily 
noted and valued. Land and the rural population are, thus, 
at a great disadvantage and are greatly discriminated 
against by the general property tax."* 

Incidence of the Tax 

The -incidence of a tax on land values as a part of the 
general tax on property is uncertain. Since the money in- 
comes from different sorts of property are at widely dif- 
ferent I'ates, there is a possibility of capitalization of the 

1 Cf. “What is practically a real property tax in the remainder of the 
State becomes- a general property tax in the rural regions” — Seligman; 
•Essays on Taxation,’ p. 28. 
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tax, and also of partial shifting. A general property tax 
in practice falls -with special severity on the landowners, 
and may therefore be thought to give rise to both these 
contingencies. But this possibility is not great. As we 
shall soon see, the mobility of capital employed in land is 
little; some flow of new capital to land is almost inevitable 
under any circumstances. The practical differentiation that 
a general property tax makes between land and other 
forms of property shall have to be great, and subsist for a 
long time before it can make its effects felt. This can 
happen rarely as the discrimination is usually much miti- 
gated by the fact that a great part or the whole of the pro- 
perty tax is a local source of revenue.’ Since the benefits 
of local expenditure mainly go to real estate situated in the 
area, no shifting is likely to take place, until the differentia- 
tion greatly exceeds the benefits. 

(d) Taxation of Unearned Increments 

So far we have seen only those instances where land 
is treated on par, at least in theory, with other forms of 
property. But there are, also, many cases where land is 
taxed in special ways. The most logical of these is an at- 
tempt to tax imeamed increment in land values. The 
growth of population, the increase in national prosperity, 
the development of the means of communication, and the 
betterment of the transport system, combined with the 
limited supply of land, increase they^alue of land by leaps 
and boun^. The rise is general in new countries and local 
in old ones, but in neither case, it is due to the foresight or 
the intelligence of the owners. The landholders, thus, reap 
v/here they have never sown. It is only proper that the 
community should take back a great part of this unmerited 
mcrement by way of taxation. Great difficulties, however, 
arise in determining what portion of land value is tm- 
earned. The fact, that the selling price of land is deter- 
mined on the same considerations as that of other forms of 

1 E. g. in XJ. S. A., -while the States obtained 0.2 billion dollars from 
t’Ms source in 1037, localbodies got d-.Sbiilions — ‘Facing 'jEheTax Problem,’ 
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capital and that in our society land is easily transferable, 
adds greatly to this difficulty. Various ways of taxing 
have been devised to get over these :i (i) The crudest way 
is to select some date in the past and tax all rmeamed in- 
crements that have occurred since then. Such a method is 
greatly objectionable. To determine the present value of 
land is, in itself, a difficult task; to determine land value at 
some date past with any accuracy is well nigh impossible. 
Even if due to elaborate land records or some other way, 
this difficulty can be got over, another fatal objection to 
such a scheme remains. Land may have changed hands, 
after the unearned income has accrued. The present owner 
has, in that case, already paid for the unearned increment 
and has earned it. In his case, therefore, the increment is 
no longer unearned. To tax him on this is obviously in- 
equitable. (ii) To remove this objection, attempts have 
been made to tax only futmre imearned increments in 
some countries. It is announced in advance that all un- 
earned increments accruing after a certain date shall be 
taxed. The new buyer in making his offer will discount 
this tax, and therefore the incidence of the tax will be 
only on the present owner, who has himself derived the 
benefit. It wiU be noted that in order that such a tax may 
not prove imjust, not only the fact of the tax, but also its 
rate should be announced beforehand. Even then, the diffi- 
culty will not be completely removed. A person, who has 
bought the land after there have been reasonable prospects 
of realizing an unearned increment, has, in his ptuchase 
price taken account of this/ The proposed tax, while it 
exempts all past unearned increment, can certainly make 
no provision for past prospects."' Administrative difficul- 
ties in land valuation add to the troubles, and make the tax 
not worthwhile in old countries. The 1910 lav/ in England, 
providing for a 20 per cent duty on all increments in land 
value exceeding 10 per cent after 30-4-1909, had to be 
abandoned in 1920 due to this reason. The tax proceed.^ 

1 See Bickcrdike'.s nrticle “ Tlie Principle oC I,tmd Value Ta'station " 
In ‘The Economic .louinnl,’ March, "lOlBand Stamp\reply to it in the same 
Journal, June, 1913. 
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v;ere found to be low and the cost of lax valuation high. 
In new countries, however, where due to rapid all round 
development unearned increment is very high, this tax has 
been found to be a success. In New Zealand, this is the 
only special land tax. Both there and in Australia, careful 
provisions are inserted to see that all increments due to 
personal improvements are left untaxed.'' (iii) In old 
countries, where the prospects of a considerable all round 
increment are little, it is better to confine the tax only to 
those regions, which are undergoing a great change, and 
whose land values are likely to rise rapidly because of the 
change. "When the conditions settle down, the tax should 
be repealed. In India, acts have been passed providing for 
levy of such betterment taxes by local bodies,^ 

(e) Special Tax on Income from Laud 
Its Incidence 

Classical Theory: Besides the tax on increments in capi- 
tal value, land has often been taxed in various other exclu- 
sive ways. The logic for such taxes has been simple. Nature 
being niggardly in providing the best land, plots vastly 
difiering in quality and fertility have to be utilised. The 
costs of production on these different lands vary greatly. 
The market price, that their products command, is the 
same. It will be under competitive conditions equal to the 
cost of production on the marginal land, i.e., that piece of 
land, which "will yield the same reward to the application 
of labour and capital as other fields of production. If the 
market price goes above this cost, inferior i.e, sub-mavginal 
lands ^vill be brought into cultivation; the supply of agri- 
cultural produce will increase, and prices will be brought 
down. If the price goes below this, labour and capital em- 
ployed on the marginal lands will not get the reward they 
can obtain elsewhere, and will therefore shift to other 
spheres. The result of this phenomenon is that labour and 
capital employed on intra-marginal land yield greater re- 


1 Slurras — ^*Science of Public Finance,’ pp. 401 and 402. 

2 ‘Report of ttie Indian Taxation Enquirj^ Conxmittee>’ para 117* 
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wards than elsewhere. This surplus is called rent, and un- 
der conditions of perfect competition goes to the landlord. 
Any tax on land upto the amount of this rent will rest on 
the landlord •who cannot decrease the supply of land. A 
tax greater than rent will be a tax on the reward to 
labour and capital, which will move elsewhere, causing the 
excess to be shifted to the consumers of agriculttural pro- 
ducts. A tax on land income exceeding the rent will, thus, 
pax-take of the character of a consumption tax, regressive 
and unequal in its incidence. 

This classical theorj' of the incidence of a tax on land, 
while fundamentally true, requires to be greatly modifled 
in light of real conditions. The economic rent as being tlic 
reward of "original and indestructible properties of the 
soil" is no longer found in its pristine purity anywhere. 
The soil of today owes as much to nurture as to nature. The 
"rent" that the landlord gets for it is, frequently enough, 
only the interest on the capital that he or his ancestor has 
spent in permanent soil improvements. In any case, the 
economic rent is inextricably mixed up ivith the interest on 
the capital spent on land improvements. Even if the two 
elements could be separated, we would not gel any valu- 
able results, because a return to much of the capital itself 
can be taxed without any likelihood of its being passed on. 
In a landlord-tenant system, for the time being, the capital 
that the tenant is spending must get its due reward, so that 
a tax that goes beyond the landlord's share will be shifted 
temporarily to the consumer, but soon this capital also will 
become an ingrained part of the soil.’ Any tax, therefore, 
which absorb^ only j;ent and profit onjcapitallspenf mCper- 
manent improvements, cannot be_shifted. There is, in most 
cases, stm one more element which a tax on land may eat 
into without being .shifted to the consumers. Agriculture, 
all over the world, is a very small-scale industry, and it is 
well known that owners of small establishments are oft 
content •with much smaller rewards to their labour and 
management than they would get elsewhere. They set 

1 Silvennan — ‘Taxation, Its Incidence and Eflccts,' p. 20G. 
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more value by their independence than by monetary re- 
wards. This is specially so in case of agriculture. An 
owner of land, however poor, is considered more respect- 
able than a prosperous landless labourer or tenant, and a 
farmer will try to put off the day of his relegation to this 
rank as much as possible. The only alternative usually 
open to a farmer of earning his living without losing his 
face, viz., turning into a mill-hand, necessitates a great 
psychological adjustment. From the field to the factory, 
from working in the sunshine at one’s sweet will and under 
nobody’s command to working at the bidding of the 
whistles under a rigid discipline is a far-off cry. Moreover, 
the income from agriculture is very uncertain and fluctuat- 
ing. A moderate decrease in it can only be known, if 
accounts are kept for a number of years and this is too 
much to expect of even an intelligent farmer. The result is 
that only a widespread ruin and devastation can bring 
home to the farmer the fact of the diminution in his income. 
A modem tax is seldom likely to err so much. In India, 
these general considerations are further reinforced. The 
farmer here does not know even how to read and to write. 
His dependence on nature is greater than in other coim- 
tries. Agriculture and allied industries occupy so much 
population that there are very few other fields to move to. 
Under these conditions, even an exorbitant tax on land is 
likely to rest only on the farmer. 

The question naturally arises: “Is it possible for the 
landlord to shift the tax on to the tenant?” 'The reply of 
the classical theory is a prompt “No”. But this “no” has to 
be greatly modified by a consideration of the above argu- 
ments, which apply mutatis mutandis to the tenant also.’* 
Moreover, in many cases, our rents are customary, and the 
tenant has to pay at times a fixed portion of the land 
revenue. Under such conditions, a part of the tax is shifted 
to the tenants automatically and there is little likelihood 
> 

1 Fot a further development of this argnracnt see Seligrmm — ^‘Shifting 
and Incidence of Taxation,’ pp. 271-275. 
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Ox a change in other tenancy terms even at the end of the 
lease to compensate the tenant for his increased tax.'' 
Capitalization of the Tax 

The tax on land, though likely to rest on landownerSi 
is not like other 'such taxes usually capitalized even when it 
exceeds rent. The process of capitalization, as we have 
seen, depends on the frequency of transfer. Land is, com- 
paratively, an immobile form of property. Its annual pro- 
duce and value are widely fluctuating, so that it is very 
hard to discount adequately the existence of a tax on it. 
Besides, as we have already seen, the psychic elements in 
fixation of land value are great. All these limit greatly 
the possibilities of capitalization.^ 

Difficulties in Taxing Rent 

The special tax on land, thus, usually falls on the land- 
owners and/or on the tenants. It is unfair to ask them to 
pay higher rates of tax than the general taxpayers except 
in so far as they are earning economic rent. To tax this 
rent is perfectly just, but the great difficulty has been how 
to separate this from the various other elements of agri- 
cultural profits. No satisfactory way has yet been devised 
to solve this problem, but various compromises have been 
arrived at. The most usually adopted way has been to 
impose a tax at a small flat rate on all agricultural incomes. 
In Hungary, for instance, a tax of 8 to 12 per cent of net 
agricultural yield is levied; in Italy the land tax is levied 
only on rental values at 7^ per cent.^ 

n. Correct Method of Land Taxation 
Income Tax on Agricultural Income 

The modern tendency in central and provincial land 
taxation has been to tax income from land in the samq 

1 In some of the Provinces, where tenants of certain dePined categories 
have been protected against eviction by law, and -whcie changes in rent are 
allowed only under certain circumstances, the specific provisions of law -will 
decide ■who is to bear further land ta'cation. 

2 Even in c.asc of such an old tax as the English Land Tax -with the 
altcm.alivc of redemption and the freedom of buying out, the English autho- 
rities -were not sure th-at the tax -was rapitaliicd. Hence, the recent exemp- 
tions and reductions in tlie tax — Shinras, p. 399. 

3 Tile taxes arc nominally much higher, since the tax is b.ased on old 
registers. I'lrfirTnUiiui Taxation Enquliy Committee,’ Vol. It, Appendix III. 
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ways and at the same rates as the income from other 
sources.’ The only special method of land taxation has 
been a low fiat-rate taxation resorted to in order to tax the 
rent part of agricultural income. And this — except in so 
far as the fiat rate is a crude and inefficient device to tax 
the “rent” part of agricultural income — ^is as it should be. 
The income tax principles are the best fitted to achieve 
justice in taxation; and there is no reason why they should 
be departed from lightly and without very strong grounds 
in case of a tax on land. Such grounds exist only in cases 
of the tax on rent and that on tmearned increments in land 
value. The rules of exemption and progression, that are the 
marks of the modern income tax systems, must also be ob- 
served in a tax on land incomes. To say that “land revenue 
is essentially a tax on things and not on persons, or that 
"it is a ‘real’ tax on the produce of the land, independently of 
the amoimt of income accruing from it to individuals,"’’ is to 
ignore entirely modem developments in theory of^ taxation. 
All taxes are paid by persons, whether they be levied with 
regard to personal circumstances or not. The only case in 
which personal factors may be justly neglected is when an 
undeserved gain has accrued, and where the tax proposed 
to be imposed does not exceed this benefit.'’^ To go further, 
and say that the exemption of small incomes from the in- 
come tax has not been introduced to satisfy the test of 
ability but only to suit administrative convenience and 
therefore need have no application in case of land where 
elaborate records of aU holdings are even otherwise essen- 
tial,® shows an appalling ignorance of the first principles 

1 In France, however, the agricultural profits tax schedule is lower than 
other income tax schedules. 

2 ‘Report of the Indian Taxation Enquiry Committee,’ para 89. 

a ‘Report of the Punjab Land Revenue Committee’, Note C, p. 173. 

4 We have noted this in discussing business taxes. 

o " The chief reason moreover for exemption of small incomes from 
income tax does not apply in the case of small holdings paying land revenue. 
Certain esOTptions given to small, incomes from income tax are in many- 
countries given with a view to producing certain economic results, but exemp- 
tions from income tax, sper’-^-- adopted less as a matter of 

principle than in order to as ; .I' ■ ■ .rassment and cccpense wliicli 

the necessary enquiries into • . ■ ■ entail. In the case of land 

tevenue, on the other hand, the small holdings are dealt along with the rest ; 
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of taxation. It is true that the level of income, below 
which no income tax should be levied, is determined on 
administrative grounds, and a lowering of it would be 
desirable from the viewpoint of justice. But when this ia 
not possible with regard to non-agricultural incomes, to 
select out for differential treatment income from agriculture, 
which pays the same commodity taxation otherwise, will 
be gravely unjust. Moreover, income tax as imposed at 
present has many other characteristics, which cannot claim 
their origin in administrative convenience. The personal 
allowances, the progressive rates, and the differentiation 
between earned and unearned incomes, would never have 
been introduced, if administrative considerations ruled 
paramount. The fact that these are adopted testifies to th^ 
awakening of the sense of justice in the community, and 
there is no reason why the benefit of this should be denied 
to agricultural incomes. It is, therefore, imperative on us 
to apply the income tax principles and also rates, except 
in so far as modifications are needed by the very nature of 
the case, to incomes from agriculture. 

Difficulties in Determining Agricultmal Incomes 

Income from agriculture is, however, hard to calculate, 
and the farmers seldom keep accounts. A similar difficulty is 
met with at times in cases of small retail merchants. But in 
the case of farmers, the difficulty is greater. To get over 
this, a presumptive rule of ascertaining agricultural income 
is adopted. In U.K. the occupier of the land, whether he 
be the owner or the tenant, is presumed to earn from occu- 
pation an income equal to its gross annual value."' This 

{Contd.Jrom p. 130) 

the necessary data have in any ease to be provided and the assessment of 
small holdings entails no extra harassment or expense”. ‘Report of the 
Pimjab Land Revenue Committee,’ p. 173. 

1 Ibid., para 54. Tite gross annua! value is reviewed usually every 
five years. The greater agricultural profits due to the war have compelled 
the British Government to lower the scope of this presumption, and to in- 
crease the ratio of profits to gross annual value in the presumptive rule. By 
the Finance Act, 1941, this presumption could only be availed of by farmers 
occupying land with a gross annual value of not more than £300. By the 
1943 Finance Act the limit has further been lowered to £100 ; in cases, .where 
the annual value does not exceed £100, the income is presumed to be thrice 
the annual value. — ^Taylor and Bayley, “ Income Tax, Sur Tax and National 
Defence Contributions ”, pp. 456, 457 and 473. 
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is obviously based on the assumption that “there is some 
correlation between the rental value of the land and the 
farmer’s profits.” '' This is not a very satisfactory assump- 
tion. The return, which a cultivator obtains from a farm, 
depends much on his skill, intelligence and the amount of 
working capital he applies— factors which have nothing to 
do with the rent. The Government in U.K. seems to have 
been keenly conscious of this defect for it has varied this 
presumption quite often.® Nonetheless much hardship does 
not result from this, as the presumption is rebuttable. It is 
open to the cultivator to show that his actual income is 
less.^ Since the exemption level is quite high, the cultivator 
affected is in a position to keep correct accoimts. In many 
other countries,*^ it seems, no such presumption is adopted. 
While the lack of this may not cause much hardship in case 
of a general income tax, it works very hard with respect 
to a flat-rate tax, which is levied on the smallest incomes. 
To get over this trouble most countries rely on out of date 
records which have only a remote connection with existing 
realities. A frequent revision of these alleviates the diffi- 
culties, but it is hard even in that case to take accoimt of 
that supreme principle of income tax, viz., adjusting cur- 
rent tax to current income and ability. 

in. Land Taxation in British India 

Having examined the ways of land taxation in other 
countries, the way in which such taxation ought to be 
levied, the difficulties in the task, and the methods adopted 
to overcome them, we shall now pass on to consider the 
system of land taxation in British India and the change 
that should he made in it to make the system more in keep- 
ing with the dictates of justice. 

1 Heport ot the 'Royal Commission on Income Tax, para 445. 

2 Stamp — The 3?undamental Principles of Taxation, p. 253. 

3 In addition to this, the aRriculturist has the option of being assessed 
on the current year’s profits. Tliis has given rise to much criticism. — See 
the Article ’“Farmers and the Income Tax” by K. S.Rdwards in Economica, 
lOST, pp. 208-15. 

_ 4 In France, however, a complicated assumption is utilized. The 

ratio of income to rent is presumed to varv with different tvpes of land 

Green, p. 275. 
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A. Permanently-Settled Areas 

The most fundamental feature of present land taxation 
is its surprising lack of uniformity, and its most notable 
defect has Iain in the differentiation between temporarily- 
settled and permanently-settled areas. The latter constitute 
about 18 per cent of the total assessed area. The ruling ideas 
of the time,i the need for a stable revenue, lack of suffi- 
cient knowledge of the indigenous land revenue system 
and the necessity to have a class on whose support they 
could rely in times of stress led the East India Company 
to the adoption of permanent settlement in great parts of 
Bengal, Bihar and Orissa, and some parts of U.P. and 
Madras. Since all the areas were not simultaneously, 
settled, and the ideas fluctuated with times and person- 
ages both here and in England, and since the experience of 
the permanent settlement was not happy, the system was 
not extended to all the areas. In these permanently- 
settled areas, land 'revenue demand is fixed once and for 
all; the advantages of an increase in the area of cultiva- 
tion, or of improvement in land go entirely to the land- 
owners.® The demand being fixed in money, the benefits 
of rising prices also accrue to them. Originally, the de- 
mands for these areas were fixed very high, the exact rates 
differing with places. In Bengal, ten-elevenths of the net 
rentals of the landlords were taken away by way of taxa- 
tion; in the latter-settled Madras, the demand was compar- 
atively light, two-thirds. The result of such a heavy tax in 
Bengal was a large number of failures to pay land revenue, 
and an appalling number of evictions. But as time went 
on, both the extent of the area under cultivation and the 
price of the produce increased. The revenue demand as 
a result became lighter and lighter, till to-day the light 
way in which these areas are being let off has become a 
matter of serious complaint. It is calculated that due to 

1 It must be remembered that in Great Britain also in the .same decade 
the land tax •was permanently fixed. This idea greatly appealed even to the 
Indians throughout the nineteenth centurj'. Tive Indian National Congress 
went so far ns to recommend it in one of its sessions. Sec tlie famous con- 
troversy between Lord Curron and Romeschnndra Butt. 

2 Report of tbc Bengal Land Revenue Commission, para 4t. 
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this system the Bengal treasury is annually incurring a loss 
of two to eight crores of rupees.’ In Madars, the perma- 
nently-settled tracts are paying less than 20 per cent of the 
rentals as land revenue.^ Constituting about l/4th of the 
total' area, they contribute only 6 per cent of land revenue.-^ 
This means an undeserved gift to the landholders, and an 
unnecessary burden on others. 

The permanent settlement is, to-day unanimously look- 
ed down upon. A permanent promise binding down the 
hands of the State is always to be condemned, regardless 
of its financial implications. Even when it leads to a gain, 
the gain is ill-got and justice is sacrificed. This is generally 
acknowledged. But the question is, the promise having 
been once given, does it behove us now to break it? 

An attempt may be made to bypass this promise by 
taxing income from agriculture in permanentlypsettled 
areas at a higher rate, the difference in rate being such as to 
exactly vmdo the inequity otherwise done to temporarily- 
settled areas."^ This, however, will not be possible. In no 
province, all land is permanently settled,^ and it is highly 
doubtful whether an agricultural income tax can be con- 
fined only to particular areas within a Province. In anj*- 
case, the growing inequality among the zamindars will con- 
. tinue. Is it not much better, and more honest, to lead a 
frontal attack on the system? The legislates, represent- 
ing the will of the people, have certainly the right to 
change any sj'stems or laws, whatever the promises of the 
past Governments. It is especially so, when the promise 

1 Kcport of the Bengal Land Revenue Commission, para 73. 

2 Dr. Thomas — The Zamindari Problem in Madras — ^Indian Economic 
Journal, July 1940, p. 1. Needless to say, this only holds true of the landlords 
in the permanently-settled areas as a rrhole. No rule can he laid down as to 
the ratio that land revenue payments hear to the net rentals in case of indi- 
vidual zamindars, for tlie advantages of extension in cultivation, of land 
improvements, and of price rises do not go uniformally to all. The permanent 
system, thus, also creates a great inequity among the'niemhers of the Zamin- 
dari class. 

3 Thomas — Federal Finance in India, p. 445. 

4 WTien a general income tax on alt incomes including agriculture is 
imposed, this would not he possible. For a slightly different proposal, 
though on different grounds, see Dr. Rao — Taxation of Income in India, 
pp. 93-99. 

5 Even in Bengal, Bihar and Orissa, a part of the land is settled only 
temporarily. 
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has been made by a foreign Government, which in no sense 
represented the people’s opinion, and may be suspected 
even of not having consulted their interests at all.. Far 
from its being a question of right it is the duty of the pro- 
vincial legislatures to change this system, and place land 
taxation on the same basis as in temporarily-settled areas, i 


B. Temporarily-Settled Areas 

With regard to these areas, since no past undertaking 
can be made out to stand in the way of progress, we have 
a great duty to examine the present conditions and make 
the necessary changes. 

(a) Basis of Assessment 

The first important question that arises is with regard 
to the bases of assessment. The bases followed are diffe- 
rent in various provinces, and are seldom clearly defined. 
In the Punjab the basis of land revenue fixation is the 
“net assets”, which are so defined as to mean the net 
rentals which land may fetch in the market.^ In U.P., the 
recorded cash rentals of lands under ordinary crops and 
held by permanent and responsible tenants solely depen- 
dent on the land produce furnish the basis.° In C.P., the 
demand is based on the rentals of the landlords; but the 
rentals themselves are fixed by settlement officers.*'- In 
Bombay the process by which land revenue was fixed was 
mainly empirical upto 1939. But the Land Revenue Code 
of 1879 laid down that in revising assessments of land 
revenue, due regard should be paid to “the profits of agri- 
culture.” The Act of 1939 lays down .a number of factors 
which should be taken into account in fixing land revenue, 

1 Following the recommendations of ttic Floud Commission, tlie Bengal 
Government has declared its policy of buying out the interests of all classes 
of rent receivers above the lower grade of cash-paying under-ryots. Tins 
would mean the abolition of the Permanent Settlement. For the present, 
however, in view of the financial and other risks involved, the Government 
has decided to embark on State acquisition on an experimental basis in one 
district. 

2 Report of the Punjab Land Revenue Committee, paras C8-G9. 

3 Report of the Indian Taxation Enquiry Committee, para G7, 

A Jhid., para 09. 
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rental value being only one of these factors. The maxi- 
mum revenue to be levied is fixed in terms of rental \^lue. 
in Madras, the determinant is the “net produce”, i.e., the 
gross produce minus the cultivation expense includhig the 
reward for the labour of the cultivator-owner."' Thus, we 
have a medley of bases.^ The need of bringing about some 
order out of this chaos by selecting one uniform basis is 
imperative. 

(i) Income as computed for Income Tax Purposes: 
Theoretically, our choice is obvious. We would fain have, 
if only we could have it, income computed on the same 
basis as for income tax purposes. But, as we have seen, 
this is difficult everyw'here. In our country with its appal- 
ling illiteracy, its small-scale farming, and large produc- 
tion for use, these difficulties will prove insurmountable 
in case of lower incomes. In most of the countries a low 
flat rate nn agricultural incomes is common, and looking 
to our urgent need for an increase in our revenues, we 
shall have to keep some such system. For this purpose some 
procedure other than that adopted for income tax purposes 
will have to be de\nsed. 

(ii) Net Income: It may be thought that ■while agri- 
cultural income cannot be determined from year to year 
and for every indi'vidual, something on the Madras lines,, 
where the net produce of a field under average fanning 
conditions forms the basis, is possible. Such a tax -^.vould 
obwously be very different from our present income tax. 
in that we -will be taxing what we think a man ought to 
earn rather than what he actually earns, and an annual 
adaptation of the tax to income would not be possible; but it 
would be a definite improvement on the present. The cal- 
culation of the net produce, however, bristles with difficul- 
ties. In three of the provinces, CP., U.P., and the Punjab, 
■where rentals in one form or another are the basis of the 

1 Report of the Bombay Lonfl Revenue Assessment Committee, pnra 21. 

2 In India, the basis may be rentals or net assets. The rentals may 
be castomary.controUcd or assumed. The net assets may include or exclude 
Hic tu^istence of the cultivator. ” — Rcimrt of the Indian Taxation Enquiry 
Committee, para 03. 
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modern land revenue systems, the “net produce” criterion 
will mean an entire overhauling.’ Even in Bombay Pro- 
vince, the task would be greatly difficult.^ Our means of 
estimating gross produce are fairly reliable on the whole, 
though even here the estimate of the average produce per 
acre is often erroneous. But we have no accurate know- 
ledge of the costs of even the main crops, so that we have 
little data for estimating the profits of cultivation. It is 
better therefore to abandon this test. 

(iii) Rental Value: The only basis left is that of 
rental value or annual value. This will suit us fairly well. 
In all provinces in settlement revisions, increasing attention 
has been paid to annual values.^ In three provinces, as we 
have seen, rent has already been laid down as the deter- 
minant of revenue demand. In Bombay, after 1939, annual 
value is given a very important place, and from much 
earlier times a good record of leases has been kept. 

In the determination of these rentals, however, serious 
obstacles have to be confronted. We have not, as in Eng- 
land, the separation of the functions of the landlord and 
the capitalist, so that we cannot have equally great wealth 
of data to help us in determining annual value. The rent 
is, often, not paid in cash. Great caution, has, therefore, to 
be exercised in deciding annual value.*^ An accurate record 
of leases is the first essential preparation. A weeding out of 
all the leases, that look suspicious, or where the present 
tenant was the old owner, is equally necessary,^ Control- 
led or customary rents are as good a basis of taxation, and 
no vain strivings to find out rent that would have prevailed 
under conditions of perfect competition® are needed. Pi'e- 
caution must be taken in cases where the pressure on land 
is so great, that tenants offer to hire them at rates, which 

1 Report of the Punjab Land Revenue Committee, paras 85 and 91. 

2 ReportoftheBombay Land Revenue Assessment Committee, para 32. 
It must, however, be remembered that it was only the casting vote of the 
Chairman that decided tliis matter. 

3 Report of the Indian Taxation Enquiry Committee, para 103. 

4 For inadequacy of the present material, see Ibid, Vol. If, Appendix V. 

5 Ibid., Vol. II, p. 78. 

0 Ibid , Vol. I, para 104. 
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would leave them less than the wages of permanent agri- 
cultoal labourers. Some discount ought to be made in. this 
case in deducing “annual value” from market value. While 
this discretion will have to be left to settlement officers, it 
should be made clear to them that the only purpose of this 
freedom is to obtain correctly the real aimual value, and 
not to enable them, as at present, to impose their concept 
of equity and justice on land revenue demand. 

(b) Rate off Assessment 

(i) Past History: Having determined the basis, the 
next question that arises is as to the rate at which 
the tax ought to be levied. So far, this question 
has been dealt with in an absolutely unsatisfactory 
way. The original rates of taxation were determined . 
by the conditions of the tracts and the ideas current at 
the time. As we have already' noted, in Bengal the 
demands were fixed as high as ninety per cent. Soon, how- 
ever, the harshness of such a heavy demand was realized, 
and in the second part of the nineteenth century the Gov- 
ermnent demand was fixed tisually at two-thirds. Even 
this was felt to he too hea\.y, and in the middle of the 
nineteenth century, the “Saharanpur rules” reduced the 
demand to 50 per cent. But exceptions were sometimes 
made, and the interpretations put upon the word “net 
assets" often meant an absorption of a considerably higher 
proportion of rentals. At resettlements, however, the dis- 
cretionairy powers of the officials were less, and the rates of 
land revenue fairly approximated to 50 per cent."* To- 
wards the end of the last century, due to severe famines 
and public agitation, an exhaustive inquiry into the system 
of land revenue assessment was made by the Government 
of Lord Curzon. As a result the Government laid down a 
policy of progressive moderation. At the following resettle- 
ments, no attempt was made to fully absorb the greater net 
assets due to rise in prices, thus reducing further the re- 
venue demands.® 

1 Land Rc'.enue Policy of the Indian Government, patas lO-lS. See 
also replies of various Prosincia! Governments. 

2 Beport of the Indian Taxation Enquiry Committee, p.aras 74 and 02. 
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All the rules regarding the basis of assessment, the 
standard rate, the methods of valuation, the period, of revi- 
sion, and enhancements had been so far mainly laid down, 
by the executive. The Joint Parliamentary Committee on 
the Government of India Bill, 1919, recommended that 
these should be regulated by statute, i The provincial 
legislatures elected under the Montford reforms were not 
slow to take the hint. The first to take advantage was the 
Punjab Government, where in 1928 a Land Revenue Act 
was passed limiting the tax rate to “one-fourth of the esti- 
mated money value of net assets of the circle.*’2 U.P. and 
C.P. soon followed. In the former, by the Land Revenue 
Amendment Act of 1929, the usual rate was laid down at 
40 per cent, and was not to go below 30 per cent except 
in rare cases. In the C.P. 50 per cent was laid down as 
the rate. In Bombay, the recent Amendment Act of 1939 
fixes the maximum assessment of a group at 35 per cent of 
the rentals. 

Thus, in recent provincial legislation, there is an in- 
creasing tendency to prescribe the rates. No longer the 
legislatures are satisfied with laying down general rules, 
which leave considerable discretion to the settlement offi- 
cers. They insist on laying down the maximum which 
can in no case be departed from, and in the case of U.P. 
even the lower limit is fairly clearly defined. This is a 
tendency in the right direction. In the past, there has been 
such a chaos that various provincial governments, -when 
asked as to what portion of annual value they usually took 
by taxation, expressed their inability to give any estimate 
in the matter.® Moreover, it was found that in the same 
province in different tracts, even when rules as to the pitch 
of assessment were the same at settlement times, and some- 
time even in the same tract, the rates widely differed. 
While it is true that the economic rent in different tracts 
was different, and that, therefore, ideally speaking the in- 
comes from them ought be taxed at different rates accord- 


1 Report of the Indian Taxation Enquiry Committee, para 75. 

2 Punjab Land Revenue Committee Report, para 8. 

3 Report of the Indian Taxation Enquiry Committee, Vol. II, Appendix V . 
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ing to the natural and other advantages that the tracts en- 
joyed, the task is so difficult that it has been attempted 
nowhere in the world. To expect that the right way oI 
taxing economic rent would be evolved by the simple 
method of leaving the task of determining the rates and 
sometimes even the basis to the settlement officers'* was 
an instance of childish credulity, which only a government 
in India could have been guilty of. Other countries ha\'e 
always been content with laying down a low flat rate. This 
is practicable even here. If the present high rates have, 
however, to be maintained, the U.P. practice of lajdng 
down a ratio, which cannot be widely departed from with- 
out pointing out special circumstances, ought to be adopted. 
A system as in Bombay of laying down only a maximum 
ratio and the number of circumstances that should be 
taken into account in fixing the taj: below this is in our 
opinion inadvisable. 

(ii) Rates — ^Present and Proposed: As to the actual 
rates prevailing today, we have little information. The 
different dates of settlement, the different rules in force at 
those times, the great discretion given to revenue officers 
and the rules regarding enhancement and improvement 
make a precise answer very difficult. The Indian Taxation 
Enquiry Committee made an effort in that direction, but 
the response, as we have seen, was discouraging. The C.P- 
Govemment expressed inability to give reliable figures. 
The Pimjab Government gave figures® only for eleven 
recently settled districts, where the average rate before 
settlement was 17.8 per cent and after settlement 25 per 
cent. In U,P., the average rate of revenue to rentals’ value 
was 27 per cent. In Bombay the ratio varied widel 3 '^ from 
17.1 per cent to 50 per cent and in Madras from 6.25 per 
cent to 24.1 per cent. The Indian Taxation Enquiiy^ Com- 
mittee, exasperated at these results, recommended an 
"expert inquiry in each province "with a view of ascertain- 
ing what is the most general rate at present exacted.’’® So 

, I Land Revenue Policy of the Indian Government, para 30. 

2 Report of the Indian Taxation Ennuin' Committee, para 04. 

3 Ibid., p.ara 105. 
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far no such inquiry has been instituted. Though recent 
legislation in provinces must have led to more uniform 
rales in tracts, where re-settlement has taken place after 
the legislation, the exact change affected is not known. 
Whatever the detailed results of the contemplated inquiry 
may be, there is no doubt that the present rate would be 
found in many cases to exceed 25 per cent of the annual 
value which the Taxation Committee ■* and the Bombay 
Land Revenue Assessment Committee^ recommended. 
Personally, we think that .the rate ought to be fixed much 
lower. A rate of 10 per cent will be quite suitable.^ 

(iii) Exemption of Small Farms: Of recent years, a 
demand for exemption of owners of small farms from pay- 
ment of land revenue has gathered strength. In principle, 
we do not think anything can be said against it.'^ The poor 
cultivator, who just manages to keep his body and soul 
together, deserves to be exempted both on humanitarian 
arid scientific grounds. But administratively such a pro- 
posal may mean great difficulties.® Moreover, if we fix 
a small rate, revenue payment will not mean any great 
hardship even to small farmers. The need for greater 
revenue for financing developmental expenditure must also 
be borne in mind. We, therefore, tliink that it will be 
better to tax all farms under our proposed system, and 
grant no exemptions. If, however, the rate continues to 
be high, the plea for exemption of small farms is un- 
answerable, and no administrative difficulties ought to be 
allowed to stand in the way, 

1 Beport of the Indian Taxation Enquiry Committee, para 105. 

2 Beport, para 30. 

3 This, ns well us jnany of our other recommendations, arc on the Rcncral 
supposition tliat agricultural Incomes will be liable to income tax. In case 
the present higli agricultural prices continue, the lowering of the rate -would 
be automatically adiieved. 

4 Some of the objections rni.sed against the proposal arc surprising. 
A great revenue cxjKtt holds the opinion that exemption mav he Tcscnled 
to by persons exempted, for it -would mean a loss of prestige (I’uojab L. B, R., 
p. 101). There is the further argument that snch a procedure will Ic.sd to 
greater unceono-nric holdings (I. T. E. C., para 00, Punjab I,. H. B., p.ara ISO). 
Snell funny arguments it is no need to rebut. 

5 Beport of the Punjab Land Bevenue Committee, paras 155, 157 and 

155 . 
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(iv) Progressiott in Land Revenue: There is also ano- 
ther demand made on the income-tax analogy, viz., the 
introduction of progressive rates. If the rate is kept as low 
as in other countries, the great difficulties attendant on such 
a system had better been avoided. In other countries also, 
no progression is found in this tax. However, if 
choose to have high rates the case for some sort of progres- 
sion in rates is undeniable. Even the Punjab Land Revenue 
Committee, vehemently opposed to the introduction of in- 
come tax principles in land revenue system, recommended 
that in future settlements the owner-cultivators paying not 
more than Rs. 25 land revenue should be charged at three- 
fourth of the standard rate."* Their temporary proposals 
went further in the direction of progression. A reduction 
of 50 per cent for all owner-cultivators paying land rer^enue 
upto Rs. 10, and a flat reduction of Rs. 5 for those pajnng 
between Rs. 10 and Rs. 25 was recommended.® For higher 
incomes, the Committee suggested the imposition of a tempo- 
rary surcharge, beginning with 6^ per cent for those pay- 
ing land revenue between Rs. 250 and Rs. 500, and ending 
with 25 per cent on those paying more than Rs. 5,000.® U.P. 
has adopted even more radical measures in this direction.* 

(c) Period of Revision 

"Whatever bas'is and whatever rates we adopt, in actual 
working much will depend on the length of the settle- 
ment. If the settlement is for an. unduly long period, the 
justice of the original basis and rate can contribute little 
to an equitable system, for soon they will get out of date. 
At the same time, the great trouble and expenses involved 
in connection with settlement operations rule out any 
approximation to the annual income tax basis. Some com- 
promise is, therefore, essentiah In India before 1921, thirty 
years were usually held to be the most desirable period. 
In the Punjab and C.P., h owever, tAventy years were the 

_ 1 Report of the Punjab Land Revenue Committee, para 129. The con- 
cession IS confined to only cultivator-owners. It is laid down in terms of 
laud revenue, for that is the surest practical euide- 

2 Ibid., para 134. ® 

3 Ibid., para 100. 

4 Ibid , paras 130 and 173. 
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general rule. In the backward tracts stiU shorter periods 
were adopted.'' This was desirable, because in such tracts 
there were possibilities of radical changes in short times. 
■With the advent of the Montague-Chelmsford reforms, 
there was a demand for a longer period of' settlement from 
jnany quartei-s, and both in the Punjab (except new canal 
irrigated areas) and U.P. the period was raised to 40 years. 
The recent Bombay Act, however, prescribes a revision of 
the settlement after tliirty years. Thirty years except un- 
der very special circumstances should be the maximum 
duration for the currency of a settlement. Even this period 
is rather long, and attempts must be made to see whether 
the period can be further reduced. 

(d) Elasticity 

However short the duration of a settlement, and 
whatever the number of previous years taken into 
account to calculate a fair rent, it is certain that it will 
mean great hardship in certain cases. Even if the condi- 
tions in the following period are on the whole similar to 
those which have been taken into account in fixing de- 
mands, there are bound to be some years in the period, 
when there may be a severe famine, flood or drought. It is 
little consolation to the hard-pressed farmer to tell him at 
such a time that though that year he may pay a very 
heavy tax on his income, over a series of years he would 
be paying only a small percentage. The past years’ sur- 
plus income he has probably spent; the future surpluses 
are yet to come. To meet this contingency, remissions 
in case of an ordinary calamity and suspensions in case of 
an extraordinary one are essential. While this is recog- 
nised in Government land revenue policy in theory,® there 
is an all round complaint that the present 'way of adminis- 
tering them is tardy and inadequate. - A sympathetic exe- 
cutive will do much to remove this complaint. But systems 
providing for automatic adjustment will be much better. 

1 Land Revenue Policy of the Indian Government, para 18. 

2 Ibid,, para 88. 
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Fixed versus Fluduatinf; Demands: In case of irri- 
gated lands, the problem has been long ago partially pro- 
vided for, notably in Madras and the Punjab.’ In Madras, 
no revenue is charged upon irrigable land the produce of 
which has not matured owing to failure of water supply. 
The Punjab goes further, and allow.s a proportionate 
abatement of the assessment rate for every deficiency of, 
produce. In Assam, the same rule as in Madras is followed 
even v;ith regard to unirrigated lands, no revenue being 
demanded on acres unsown. While a provision on Madra.s 
linos could be profitably inserted in case of every province, 
the pro 4 nsion applying to parts of the Punjab and that in 
Assam require so elaborate an inspection, that they should 
be prescribed only in a province or tract, where great anti 
frequent fluctuations are likely.^ In other cases, discretion 
to the executive to reduce demand is all that can be done. 

Price Changes: The experience of the iast depression 
has made us think of one more factor which calls for pro- 
viding a great elasticity in land revenue demand if the 
farmer is not to be ruined; and this is the factor of prices. 
Upto 1929, we had assumed that the only direction in. 
which prices could, on the average, change was upward, so 
that the only effect of price changes on a fixed land revenue 
demand was to slowly lower it. The Great Depression made 
us realise another possibility. By 1933 prices of agricul- 
tural commodities had fallen by about 50 per cent so that 
the gross income of the cultivator had been reduced to 
half. The costs of cultivation decreased by a smaller per- 
centage, so that the net incomes of the farmers fell by more 
than 50 per cent.^ The result was that land revenue de- 
mands, never unoppressive, became exorbiant.-’- The pro- 
\incial governments did not rise to the occasion and grant- 
ed only- niggardly reliefs.^ The farmers were ruined as 

1 Land Revenue Policy of the Indian Government, para .SO. 

2 For n discussion of the relative merits, see Report of the Punj.ah 
Land Revenue Committee, para 108. 

3 For some interesting figures, see Ibid., page 141, para 23. 

4 Ibid,, pp. 130-7, para 15. 

5 The hand revenue collections in 1032-83 were onlv 4 per cent le"s tlxan 
those in 1020-30. 
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a result, To meet such a situation, u new system has been 
devised in the Punjab. With a view to provide for some 
sort of automatic relief when prices fall, land revenue de- 
mand computed according to usual rules is laid down as the 
maximum, but it is not to be paid in full unless the general 
price level of the chief staple products of the district during 
the two, preceding seasons is as high as the commutation 
price level. For every fall in price level below this, a pro- 
portionate remission is granted, the unit being half an anna 
per rupee. ■* This arrangement has won great popularity 
among the ryots. The Punjab Land Revenue Committee 
suggested some further changes to improve this system, 
(a) Under the present system, since the maximum has been 
laid down, there is a tendency among settlement officers to 
fix commutation prices much higher than current prices. 
This makes the initial land revenue demand appear unduly 
high in the first instance, and is likely to create misunder- 
standing. Of course, the actual working of the system will 
convince the ryots of its good intentions, and then the 
system will appeal to them, for it works by way of remis- 
sions. Nonetheless, the initial imfavourable impression is 
a great impediment. The Committee, therefore, pleaded 
for fixing the initial land revenue demand on the basis of 
prices during the last four or five normal years: the maxi- 
mum was to be calculated on the same rules as before. The 
actual land revenue demand any year was to be determined 
from the initial demand according to price reductions or 
rises, but in no case the demand was to exceed the maxi- 
mum. Thus, the initial land revenue being fixed low, land 
revenue demand will not have to be disturbed often and the 
farmers would not be frightened by unnecessarily high 
figures. The widespread apprehension, that the introduc- 
tion of such a novel feature into our land revenue system, 
whereby the initial demand could not only be lowered but 
also raised, may lead to its unpopularity, was pointed out 
to the Committee. But -they thought that the system was 
bound to gain acceptance by, its obvious logic and fairness.® 

1 Report of the Punjab Land Revenue Committee, para 87. 

2 lbtd,f paras 02-04, 


10 
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(b) The remissions under the present system are based on 
the prices of the past two years. This is a grave defect in 
a scheme, whose object is to provide for an automatic ^ 
adjustment of land revenue payment to falls in annual 
income. The defect would be felt as a much greater hard- 
ship imder the system proposed by the Committee, where 
not only reduction in, but also enhancement of, land 
revenue demand were provided for. The Committee, there- 
fore, made certain recommendations to bring the demand 
more in line with current prices without unduly postponing 
the time of collection. They also suggested a proper 
weighting of daily prices according to the quantity' of the 
produce sold each day.’ (c) The Committee provided for 
a proportionate reduction in terms of half an anna, but it 
v;as not to begin until there was a price fall of at least 12i 
per cent.® Since the Committee’s scheme was based upon 
an initially low demand, they had also to provide for en- 
hancements. The effect of a rise in prices on the farmer 
depends on the amount of his sales relative to that of his 
purchases, and the proportion on his other income, e.g. remit- 
tances from abroad bears to his farming income. The effect 
of a rise in prices may not, therefore, be always beneficial, 
and the advantages, where any, may not be proportionate 
to the price rise. In general, the more substantial farmer 
only is likely to gain much from a price rise.® The Com- 
mittee, therefore, provided for an enhancement only at a 
much later stage, i.e., when prices rose by 25 per cent. The 
unit proposed was larger, one anna, and the enhancement 
was not to be proportionate to the price rise, but only fifty 
per cent of the rise.**^ Moreover, as we have already seen, 
while no limit to reduction was laid down, a limit to en- 
hancement was already fixed. This new system would cer- 
tainly be more suitable to congested areas where there was 
much small-scale farming, hi other areas, perhaps, the 
present system may be found more suitable. The applica- 
tion o f these two alternative plans should be decided in 

1 oIUiePunjabI.andRevenueConvmittee,parasl00,101an(J103. 
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each case on its own merits, and a careful review should be 
made after seeing the working.’ 

The recent Bombay Land Revenue Amendment Act 
also provides for some adjustment in case of change in 
prices. Future settlement are to be based with reference 
to prices of certain staple commodities, and the Govern- 
ment have the right to give a rebate in case of a fall or 
levy a surcharge in case of a rise of prices. The right 
of surcharge was essential, because the maximum of land 
revenue demand for a group has been fixed at 35 per cent 
of the averages of rental values for the period of last five 
years. It is quite likely that current rental value might 
prove quite low. As for the right to grant a rebate, nobody 
has disputed it. In fact, it is a recognized duty. What was 
wanted was some automatic scheme which would ensure a 
reduction when prices fell. Unfortunately no such scheme 
has been laid down. 

It is urgently essential that in all the provinces, some 
scheme on the Punjab line or still better on the lines laid 
down by the Punjab Land Revenue Committee should be 
adopted,® whereby some sort of adjustment to rise® or fall 
in prices is ensured. The exact lines of the schemes will 
have to vary with the conditions in each province, perhaps 
even with tracts in each province, and may have to be revis- 
ed in light of experience afterwards. .But a beginning cer- 
tainly ought to be made. 

1 Bepoit of the Punjab Land Revenue Committee, para 00. 

2 We have seen that there is a'timc lag between a fall in the gross income 

and the cost of production, so that a remission given proportionately to fall 
in 'gross income is inadequate. This is specially so, when the commutation 
prices have purposely been fixed too high to save n Iqss of revenue. While 
it is true tlmt the lag between a change in gross income from agriculture 
and that in costs of cultivation is both ways the upward swing advantage 
is not -likely under the present sliding scale, system. -Even, under, a two- 
limit system proposed by the Committee, though the lag in the upper swtag 
may compensate for a lag in the downward trend, neutralization will take 
place only over a long period and in the meantime the system may lead to 
much confusion. However, since the initial demand is kept low, and the 
necessity of reduction thereby lessened, it may be hoped that tWs would 
not matter much. - - , 

3 Under neither of these systems, a price rise on the present scale could 
be allowed for, hut this Is only a wartime phenomenon, unlikely to he repeated 
in normal times. 
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(e) The Limit of Enhancement 

Varioiis provinces have thought fit either by statute or 
executive rules to lay down some limit to the enhancement 
that can be made in the original demands on a resettle- 
ment, Madras executive orders, for example, provide that 
no enhancement if made to cover rise in. prices shall exceed 
18t per cent. The 1929 C.P. Act lays down that enhance- 
ment shall be limited, in case of individual holdings to 75 
per cent, of a mahal to 50 per cent, and of a group to 83, 
per cent. In U.P. also a similar provision was made, the 
enhancement being limited to 33J: per cent with the pro- 
viso that land revenue demand was not to exceed 30 per 
cent of net assets. In Bombay upto the passing of the 
recent law, there was no legislation on the matter, but by 
executive orders the limits at the time of the appointment 
of the Bombay Land Revenue Assessment Committee were 
100 per cent for individual holdings, 66 per cent for a vil- 
lage, and 33 per cent for a group of villages. The Com- 
mittee recommended that the limit should be fixed at 25 
per cent all round in case of taliikas already revised second 
time.'' The recent Act, however, maintains the distinction 
between a single holding and a taluka, but prescribes lower 
limits of increase, viz., 50 per cent and 25 per cent respec- 
tively. In the Punjab, no such principle is in force. 

To our mind, the fixation of enhancement is wrong in 
principle. When the land revenue demand was very high 
and it was thought that resettlement always meant en- 
hancement, such legislation ensured that too much woxild 
not be exacted from farmers and that in the long period the 
original high rate would be tempered down without any 
revolutionary change in rate rules. Where, however, the 
rate and the basis are laid down by statute, and where the 
rate is low, such a limit has little xises. In the past, these 
rules regarding enhancement did not lead to much inequity 
because agricultural development and improvement were 

■ 1 Report, para 41. In case of lands not revised, since the original 

eettlewent had been done on different principles by dUferent otBoers, in order 
to make for greater nnlfonnity the ptevions limits of enhancement -were 
to continne. 
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slow. But in an era of rapid development to which we now 
look forward, the pro\dsion would mean a great inequity 
among different landlords and an undeserved concession 
to them at the expense of the general taxpayers. The rise 
in prices may also necessitate the abolition of these en- 
hancement limits. 

While there is no reason, in our opinion, as to why 
enhancement should be limited, there are good reasons ito 
make the increase in demand a slow process. The sudden 
enhancement of land revenue may mean a great disturb- 
ance in the standard of life a farmer might have accus- 
tomed himself to. It is true that he ought to have seen 
in advance that the rise in his income was bound to result 
in a higher demand on him at the time of settlement, and 
should have therefore from the beginning made adequate 
provision for it. Things, however, seldom proceed so logi- 
cally, and least of all with the farmer. It is, therefore, 
advisable for the state to obviate the great difficulties he 
might have to undergo by graduating the enhancement. 
This problem was early recognized, and provisions were 
made in some provinces to deal with the problem."' The 
old Madras Eevenue Code provided for 25 per cent as the 
maximum enhancement which might be imposed at once, 
the balance being imposed by annual instalments not ex- 
ceeding 12J per cent of the original assessment. With the 
low rate that we have advocated, the possibilities of a dis- 
turbance in the accustomed standard of life due to sudden 
enhancements becomes much less. Yet, for very high rates 
of enliancement, some such provision may be made. 

(f) Treatment of Improvements 

The question of the treatment of increases in income 
due to private improvements is a vexed one. "While it is 
fairly clear to all that the rise in income due to good for- 
tune or due to public improvements should be taxed, many 
have pleaded for the exemption from taxation of private 
improvements in agriculture. Some Provinces have com- 


1 Land Revenue Policy of the Indian Government, paras 33-3-t. 
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plied with this demand in various ways.'’ To our mind, 
any permanent exemption as given by the original Bom- 
bay Land Revenue Code and recommended by the Bom- 
bay Committee seems to be fundamentally wrong.^ In 
other fields, we never think of exempting profits from pri- 
vate improvements, and there is no reason why we should 
give such a preferential treatment to income from land. 
The only purpose of such a proposal can be to ensure an 
adequate and fair return to the farmer from the expendi- 
ture on improvements. In absence of an adequate depre- 
ciation allowance system in the determination of land 
revenue, it may be argued that this proposal alone can 
yield this result. This is too far-fetched. The utmost that 
can be done in this matter is to exempt improvements for 
over a certain period, e.g. as in Bombay for 30 years. Still 
better, various periods for different types of improvement 
may be laid down as done in some parts today.® A tax on 
agricultural incomes that we have pleaded for, either by 
itself or as a part of the general income tax, will necessi- 
tate an estimate of the duration of every improvement and 
this may be utilized in our land revenue taxation also. Any 
concession beyond this is to our mind unfair to others, and 
may in course of time lead to great inequity among the 
landliolders themselves. 


Conclusion 

Tlius, we have seen that the present land revenue 
system in India is a great anachronism. The permanent 
determination of land revenue for a considerable part of 
India, an entire absence of clarification in various pro- 
winces regarding the basis and the rate, an unprecedented 
amount of discretion to the executive, a facile belief that 
all the great difilcullios inherent in the nature of a tax on 
land can be solved by the simple process of giving un- 
fettered powers to officers, a queer treatment of private 


1 Ij^nd Ufvcnuc Policy of the Inrtian Government, pnrn 20. 

2 Ueporl, p'lm 43. 

3 itcveniie Poliry of tlic Iiidmn Government, ptirn 20. 
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improvements and limits regarding enhancements, these 
have been the besetting sins of the land revenue system in 
India. The dyarchy of Montague-Chelmsford reforms led 
to some good changes; the advent of the Provincial Auto- 
nomy meant some more improvements. What is needed, 
however, is an entire overhauling of the system on modern 
lines with an income tax on agricultural incomes, and a 
flat low rate on landholders. This is nowhere yet in sight. 



CHAPTER VII 


TAXES ON GOODS AND SERVICES 


A General Sales Tax 


I. Introduction 

We have assumed so far, that income can furnish the 
best criterion of a person’s ability to pay taxes, or of the 
sacrifice that he undergoes in paying them. Persons have, 
however, not been wanting, whoi have regarded expendi- 
ture as the real test. They have vigorously argued thatithe 
ability of a person is measured by the value of the goods 
and services he has actually consumed, | and not by the 
power over them which he could have utilized but much 
of which he may choose not to exercise. \ This view has 
recently been losing ground,® and it is b^ing increasingly 
recognized that 'savings constitute as impt^ant a part of 
one’s ability as spending. But the less adv'fexse effects on 
production that an expenditure tax has as contrasted w*b 
an income tax, and the fear that an income tax means a 
double taxation of savings® have attracted many to the idea 
of taxing expenses. Various schemes have been put forth 
to embody this idea."*^ The greatest approximation to it in 

1 “A man, is actually and truly rich according to ■what he eateth, 
drinketh, •weareth, or in any other ■way really and actually enjoyeth;" 
and that, therefore, “ every one ought to contribute according to what he 
taketh to himself and actually enjoyeth ”. William Petty, quoted in 
Weston, p. 278. 

2 The view has still some supporters. For instance, Irving Fisher 
defines “ Income ” as money spent, for money is “ of no use to us until it 
is ^ent". Quoted in Jacoby — Retail Sales Taxation, p.‘93. See also his 
article " Income in the Theory and Income Taxation in Practice ” in Eco- 
nometrica, 1087. 

8 Vide Pigu, A Study of Public Finance, p. 138. 

4 Tlie most notable has been the Mills Spendings Tax proposed by Ogden 
E. Jlills of New ■Vork, In his scheme, a progressive rate varying from 1 to 
40 per cent was to be laid on various spending classes. An exemption of 
was to be allowed to single persons, and of $4,000 to heads of familic*. 
Business expenses, insurance premia, funeral expenses, charitable gifts, etc. 
were to be excluded. Buehler, General Sales Taxation, pp. 17-18. 
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the practice of taxation has been what goes under the name 
of “General Sales Taxation.” Let us, therefore, examine 
carefxilly how far the ideal expenditure tax and the gene- 
ral sales tax fulfill the requirements of justice. 

n. Defects of the General Sales Tax 

(a) Its Regressiveness 

\ A general sales tax, in its all-embracing form, is a re- 
gressive tax. The budget studies of all the countries of the 
v/orld including the few in India have shown that tlie 
greater a person’s income, the less the proportion 
of it that he spends and the greater the percent- 
age that he saves, i At the very bottom of the 
social ladder are men, whose incomes are so meagre, 
that all their efforts to live within their means are fore- 
doomed to failure. They spend more than they earn. ' At 
the top there are persons, who, in spite of the ever-increas- 
ing number of conventional necessaries, comforts and 
luxuries that they have found essential as their class has 
gone back from the early habits of puritanism to those of 
extravagant feudalism, cannot but save a great proportion 
of what they earn. Between these two stand a great 
variety of income-groups, where personal habits count 
much, but where usually the higher we go, the lower the 
proportion of expenditure to income. It is quite possible 
to think of appropriate progressive rates on expenditure 
that may adequately compensate for this tendency, and 
even make for progression.’ But on administrative grounds, 
as these taxes have to be collected from dealers, ,the best 
tax that we can look forward to is a proportionate tax on all 
expenditure items; and this be a greatly regressive 
tax with no exemption level. . 

(b) Discrimination against Families 

In Cfiiapter I we have seen, that other things being 
equal, the greater the size of a person’s family the less his 

1 To neWeve the present progression, the snles tax on liighcr incomes 
’will Jiave to be much higher than the present income tax rate*. 
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capacity to pay taxes. A general sales tax can take no 
account of this reduced capacity. | On the other hand, lit 
hits married and family persons harder. ^ .The greater the 
size of the family, the more the expenses that have to be 
incurred on food, clothing, shelter and other necessaries. 
The expenditure on luxuries and comforts is also likely to 
increase with the number of persons in one’s family. It 
may be that in many cases the blessings of matrimony,! 
especially when followed by the torches of Hymen, induce 
such a feeling of responsibility and such care in household 
expenses, that a family man actually spends less than the 
care-free happy-go-lucky bachelor of the same income. 
But this is only likely to be true, when we pass the 
realm of necessity, and even then we cannot assume that 
this factor 'will be sufficiently powerful to make up for the 
lack of a system of family allowances. 

(c) No Differentiation between Earned and Unearned 
Incomes 

The differentiation in favour of earned income has 
come to be recognized as an essential feature of a modern 
tax system. , A general sales tax cannot make this differen- 
tiation. ' It treats earned and imearned incomes on the 
same basis. . 

fd)' Exemption of Services and Public Utilities 

So far, we have thought of a general sales tax imposed 
at the same rate on sales of all commodities and services. 
Due to various reasons, however, the sales taxes foimd in 
many countries exclude some of these items. « Often the 
general sales tax is a tax only on transactions in “tangible 
personal property,” and excludes all serwces. Australia, 
Canada, Brazil, Austria, Belgium, Italy and many other 
countries exempt services entirely.'' The recent Sales 
Acts in Indian Provinces follow the example of these coun- 
tries.2 Even where services are included in the scope of 

1 Buehlcr, p. 150. 

2 Under the 1035 constitation the provinces have no power to tax 
sers-icc-S. 
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the tax, the receipts of certain services are excluded, e.g., 
in France the gross receipts of professionals, the wages and 
the salaries were not taxed. ■* Public utility services are 
not taxable also in Belgium and Italy.^ In U.S.A. States, 
expense on residential housing, rewards for professional 
and the bulk of non-professional services, and the salaries 
of domestic servants are often excluded.^ 5 The richer per- 
sons spend a greater proportion of their expenses in pay- 
ment of salaries to domestic servants, fees, and rent and 
transport charges.'^ An exemption of these, therefore, 
means an inability to tax the upper income groups even in 
proportion to their expenses. This means regressive taxa- 
tion even when judged from the spending criterion. \ 

(e) Doiible Taxation 

The general sales tax in its best form isUmposed at one 
stage, either at manufacture stage as in Canada, or at retail 
stage as in U.S.A. States, j Even then, its burden is likely to 
vary. One and the same commodity may be in itself a 
source of ultimate satisfaction, and a raw material or inter- 
mediate good. Such a commodity is likely to be taxed 
twice. ! Fuel, for example, may serve either for household 
cooking purposes or for industrial uses. When used for 
industrial purposes, it will pay a double tax.- This double 
taxation of the raw materials or intermediate goods, once 
in their own capacity, and the other in their embodiment 
into the final consumers’ goods, is highly objectionable.^ 
Various rules like the “physical ingred ient” rule^ or the 
refund of the tax on commodities bougfit~foF^e directly 
in processing operations are used to retrieve the situation, 
but they cannot prevent the injustice entirely. | Under the 
rule of “physical ingredient", for example, the cotton to be 
used in making clothes will not be taxed twice, but the fuel 

1 Shoup— The Sales Tax in Prance, p. 220. 

2 Buchler, p. IGl. 

3 Jacoby, p. 101. 

1 For Bome very interosUng figures ns to the percentage spent on tangible 
personal property bv different classes, see Jacoby, p. 101. The expenses 
decrease from CO.O per cent to 1 per cent; see also p. 193. 

S For the meaning ot this rule, sec Jacoby, p. ISO. 
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will be./ The refund expedient, while making a consider- 
able irnprovement on the "physical ingredient” inle, can- 
not provide for the exemption of stationery, the motor 
trucks, etc. used for business purposes."' "When the tax is 
levied at the wholesale or production stage, much of the 
hardship can be alleviated by adopting a rule on Canadian 
lines, providing that the tax will not be laid on goods sold 
to licei\sed manufacturers or producers, or upon goods im- 
ported by them to be used in the manufacture of taxed 
articles. 

But, very often, things are much worse. The general 
sales tax is frequently enough a sort of turnover tax im- 
posed at every stage of sales.^ Every time a commodity 
changes hands, it has to suffer dtie tax ordeal. All com- 
modities do not undergo an equal number of transfers."* 
Expenses in some directions are, therefore, taxed at a 
higher rate than those in others, and since services are 
usually non-transferable, expenditure on these will be 
taxed at smaller rates. / 

Devices to Reduce Regressiveness 

To remove the great regressiveness of the tax on 
spendings, two main remedies are usually adopted. 

1 For the Y?holc controversy, see Jacoby, pp. 129-180. He calculates 
the proportion ol taxed sales to retail sales for different States and arrives 
thus at the extent of “ double taxation ’’ in U. S. A. States. For Illinois 
the ratio of taxed transactions to retail sales is as high os 156.8 per cent 
(p. 17C). 

2 BueWer, p. 110. 

3 This is mainly due to the desire to conceal the actual rate of the tax, 
and to prevent the great harm that a tax vrith a liigh rate may do to business 
when not shifted. 

4 The following figures from nn Amcric-an tax pamphlet " The Primer ’’ 
ate interesting; 

Article. Taxable Stages. 


Sugar . , 4 

Bread .. 8 . . 

$40 suit on men’s clothing . . 7 

$7 pairs of men's shoes .. 0 .■ 

$85.1 cord tire . .. ,11 . 


, Quoted in Buehler, p. 204. Dr. Naidu and Mr. Thiruvengadatban 
have made a commcndaole effort to study the taxable stages of various 
commodities in Madras Province. Fide the Madras General Sales Tax Act, 
P. 75. 
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(a) Exemption o£ Necessaries: It is customary in 
countries, where some regard for justice in taxation is 
maintained, to exempt certain necessaries from the sales 
tax.! The most frequently exempted necessaries are essen- 
tial food items/ Even they, however, are more often sub- 
ject to the sales tax. In U.S.A. States, for example, only in 
five out of twenty-four States having sales tax, essential 
food was entirely exempt from taxation.'' The list of 
exempt necessaries can be much widened as in Canada.^ 
Since the lower the income group, the greater the propor- 
tion of income it spends on necessaries, this exemption 
system reduces the regressiveness of a spendings tax, espe- 
cially in the lower income groups. But owing to the exi- 
gencies of administration and the paramoimt need of the 
government for revenue, this list of exemptioiis cannot be 
carried far. Even when strained to its utmost limits, it is 
hardly able to counteract the effects of the widespread 
exemption of services.^ 

(b) Heavier Taxation of Luxuries; A more powerful 
instrument, which has greater appeal to the State as it is 
a revenue-yielding measure, is j the taxation of luxuries at 
higher rates.' Since the lower income groups spend next 
to nothing on them, the middle classes only a small pro- 
portion, and the richer classes a high proportion, a higher 
sales tax on them, it may be felt, will do much to compen- 
sate for the grave regressiveness of a general sales tax. 
But there are great obstacles in the way. ■' The demand for 
luxuries is, in general, elastic, and a great increase in rates 
may yield diminishing returns. /-The definition of luxuries 
is an extremely difficult task. There are some commodi- 
ties, which can be immediately classed as luxuries, e.g., 
silk clothes; a higher rate on them is an easy possibility. 
But, in all cases the sailing is not so smooth. Many com- 
modities are luxuries only when bought in great quanti- 

1 Jacoby, p. IM. 

2 Canada exempts almost all prime necessities. For a full list, see 
Buchlcr, pp. H7-119. 

3 Only 5 States in U. S. A. tax professional services, 0 non-professional, 

9 hotel and lodging, and 11 transportation services. — Jacoby, p. 104. 
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ties; to tax this type of luxuries is, obviously, impracticable, 
though sometimes an attempt is made to do so by taxing 
individual transactions above a certain sum at a higher 
rate. ’ This heavier tax can be easily avoided by splitting 
up the buying. Some commodities are only luxuries, when 
they belong to higher varieties in their class. For example, 
a watch is used by every worker in many countries, but 
only the rich use a watch costing more than a certain sum. 
Provision, therefore, is made in the tax laws of some' coun- 
tries to tax such commodities at higher rates when they 
cost above a certain sum per unit.^ This involves great ad- 
ministrative trouble. With every general price change, the 
prices beyond which the commodities become luxuries 
have to be changed. These difficulties have made some, 
countries give up the attempt to tax luxuries at higher 
rates.® Others have persisted, but the results have not 
been encouraging and the tax has been far from effective.'* 
Even in France, which has the most well-developed system 
of luxury taxation,- the revenue realised has been meagre.^ 

Thus, we have as yet de\dsed no effective means to. 
reduce the regressiveness of a general sales tax. 

III. Incidence of a General Sales Tax 

We have so far assumed that a sales tax is shifted on- 
wards to the final consumer. While, in the main, this re- 
mains true, there are various factors, which may hamper 

1 In Bdrium, e.g., sales below 80 francs arc exempted. The 1917 law 
in France taxed all retail soles over 150 francs at 2 per cent.. — BueWer, p. 185, 
Green, p. 173. The 1923 law in Italy taxed all transactions below 100 lire 
at a lower rate — Buetder, p. 182. 

2 In France, certain commodities are considered dc luxe because of tbeir 
natme, others are luxury goods, only when sold above a certain price. In 
addition, all hotels are classified as luxurious, semi-luxurious and ordinary, 
and different rates are levied on thenu — Shonp, pp. 137-179. 

8 Germany, for example, gave up luxury taxation after 1926 — Bnehler 

p. 106. 

4 Cf. *• I see, usually once or twice a year the heads of the tax systems 
of the important nations of the world, and I find one thing universal — that 
they all think that sales tax is practical, and they all think a luxury tax is 
an .ahoimnation ” — Dr. Adams quoted in 'Green, p. 195, 

, 3 In 1934, the tax on luxuries including surtaxes yielded only 234 

milUon francs, while the general turnover tax returned 6151 million. francs. 

• — Green, p. 173. 
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the course of the transfer especially in the short run. Since 
this means a great difference to the justice of a sales tax, 
it is worth our while to examine the question in detail. 

Sales Tax on a Commodity 

The problem of the incidence of a general sales tax is 
better examined by first taking up the question of a tax 
on a single commodity. We will, then, pass on to discuss 
the various qualifications that should be introduced in 
order to apply the conclusion so arrived at to the general 
sales tax. 

(a) Elasticity of Demand: . The most important cir- 
cumstances deciding the incidence of a tax are the elasti- 
city of its demand and supply. Where the demand is 
elastic, any attempt of the seller to pass the tax to con- 
sumer will bring about a great shrinkage in the demand 
for that commodity.. The merchant or the producer may 
have soon to retrace his steps, and wait until the time when 
the stocks and supply have sufficiently diminished. The 
more elastic the demand, the greater the adjustment that 
will have to be made in supply, and' the more difficult and 
delayed the process of shifting. The demand for comforts 
and goods for which easy substitutes can be found is of this 
type, so that a tax on them will be hard to- shift, j On tlie 
other hand, the demand for necessaries and extreme luxu- 
ries is inelastic. A rise in their prices will not be followed 
by a great fall in demand.; The adjustment of supply to 
the new demand will be easily achieved and the tax passed 
on. 

(b) Elasticity of Supply: A rise in prices consequent 
on the tax is bound, in case of most of the commodities, to 
bring about some reduction in demand. The former sup- 
ply can no longer be absorbed at the increased price.’ There 
must be, therefore, a decrease in the production of the 
taxed commodity, if the consumer is to be made to bear the 
tax burden. The greater the elasticity of supply, the 
•quicker the shifting will be.| To the extent tliat land plays 
an important part in the production of any commodity. 
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elasticity of supply will not be possible. On rent will be 
the first impact of the tax. But when it is insufficient to 
absorb the whole tax, labour ar\d capital employed in the 
production of that commodity will have to bear it, imless 
a portion of them is transferred to other spheres. The 
specialization of labour and the fixed plant of- an industry 
are grave obstacles to this transfer. The raising up of the 
demand curve that generally follows in the wake of pro- 
gress, the absence of replacement of depreciated machinery, 
and the stopping of new labour recruits will in course of 
time bring about the necessary' adjustment. But the time 
taken for this adjustment may be long, especially when the 
commodity is a durable^ one, and the demand for it is 
elastic. 

(c) Law of Returns: The law of costs, to which the 
commodity at its present state of production is subject, 
decides to a great extent the ease and the time taken in 
shifting the tax. ^ Where the commodity obeys the law 
decreasing costs, any effort to withhold a part of produc- 
tion will mean a rise in costs, a further need to raise prices, 
and the necessity for a further curtailment of production/ 
Where, however,; the commodity is produced under condi- 
tions of diminishing returns, the necessary price fall will 
be by an amount less than the tax rate; the _decrease in de- 
mand will, therefore, be less, and the adjustment needed 
will be small. The shifting of the tax will, thus, be easier./. 
The- case of a commodity subject to the law of constant 
returns will stand midway between the two. 

(d) Competition and Monopoly: If the commodity is 
produced under conditions of perfect competition, it is 
comparatively easy to lay down the circumstances xmder 
which the lifting will t^e place. Wltere, however, mono- 
poly prevails, it is impossible^ to be. sure of the incidence 
without having detailed data. [ A proportionate tax on the 
produce increases the costs of production even for the 
monopolist. / But unlik e the marginal producer xmder com- 

1 XVe hare not discussed here the case of capitalization likely to occur, 
yhra the comntodity taxed is durable. This has been already discussed 
»n Chapter II. 
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petitive conditions, he is under no compelling necessity to 
raise prices which, in his case, are greater than the margi- 
nal cost. The monopolist %vill have to make a guess as to 
which course will bring him the maximum monopoly 
revenue, the maintenance of prices at the same rate. ,o>j, an 
increase in them. Both the possibilities are equaP and'ii is 
hard to say anj^thing general about it. 

(e) Proportionate and Progressive Rates: The nature 
of the tax has an important share in deciding the shifting. 
The market price, as we have seen, is determined by the 
marginal cost of production. / It is only when the marginal 
product is taxed at the same rate as other products, that 
the shifting is assured. 'In a tax on a commodity, usually 
the rate is uniform, and no exemptions are given, so that 
there is no hindrance in the passing on of the tax. But 
rometimes there are exemptions of a part ofHhe produce, 
and even progressive rates, which make shifting very 
difficult. 

(£) Rate of the Tax: | The heavier the tax, the greater 
the pains and the risks which a trader %vill take to ensure 
the shifting; the smaller the tax, the less the 'likelihood 
that he will make up his mind to face the keen resentment 
- of the customers attendant on a price rise, or that he will 
put forth powerful efforts to organize with his colleagues 
to see that the tax is shifted.' Hence, there are more chances 
of a high rate of tax being shifted, land of a low rate resting 
only where placed.^ However if the tax is too heavy,- the 
great fall in demand consequent on a price rise by the full 
amount of the tax wiU make the heavy rate a hindrance 
rather than a help to shifting. 

(g) Miscellaneous Factors: There are various- other 
small factors, which play a role in deciding the shifting of 
the tax, and which we may note in passing. |It is harder to 
shift a tax on low-valued commodities than on high-valued 
ones.3 Articles with well-known and psychological prices 
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present special difficulties, j An attempt to shift a tax on 
■diem by a rise in their price is bound to give rise to great 
resentment among customers and therefore likely to fail. 
The easy way of shifting the tax on such commodities is 
thrp^gh a deterioration in quality or a reduction in stan- 
dard'* size.| The wholesalers or producers, because of their 
organization and the greater knowledge among their cus- 
tomers, find it easier to shift the tax than the retailers.'' 
It is very difficult for retailers in a poor locality to pass the 
tax on to the consumers. The general business conditions 
also play a role in deciding where the tax will rest.® Where 
the prices are falling, the shifting is fraught with many 
difficulties. Where, however, the times are propitious, 
shifting is a much easier process. The nature of the com- 
modity taxed will also be important in determining shift- 
ing. ( A tax on raw materials or capital goods will not be 
easily shifted onwards to final consumers.! 

Thus, the task of passing over a tax even on individual 
commodities is not as easy and certain a process, as is oft 
imagined. These various obstacles to shifting outlined 
above are bound to lose their force and momentum in 
course of time. They are only economic frictions, and in 
the long run the tax is bound to be shifted to the consumers. 
But in life the short run is as important as the long rim. 
The short run may become so protracted, do so much harm, 
and even set so many modifying forces in motion, that the 
long run may only come when we are dead.® 

(Seneral Sales Tax 

(a) Greater Immobility of Babmur andf Capital: The 
difficulties, which are found in the -way of shifting" a tax 
even on indi-vidual articles to the consumers, become multi- 
plied when a general sales tax is levied. Ihe tax applies 

1 Haig and Shoup, pp. 800-3, tables 10 and 17 ; p. 449, table 48 ; tip. 
S08-0,tablc3i00 and 01. 

2 Jbid., p, 327; BueMcr, pp. 180-187. It is pertinent tonotethat the 
enquiry by Dr. Naidu and Sir. Thiruvengadathan into the Madras General 
Sales Tax Act brings out the same facton; at work. — pp. 71-74. 

3 As is well said, “Economic friction includes ercrything that is of 
practical importance'” — Xicholson, quoted in Scligman, Jihitling and Inci- 
.dence of Taxation, p. 203. 
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over so large a field, that the taxless fields to repair to are 
few. jThe mobility of labour and capital employed in these 
tasks is, therefore, much less, . However, jsince a general 
sales tax is not a tax at a uniform rate on' the net return^ 
to labour and capital, the different businesses will be un- 
equally hit, and there will be an intermovement, thus faci- 
litating shifting of a great part of the tax. The rest, how- 
ever, may stick on the producers and dealers. i 

(b) Exemption and Progression — (i) Exemption of 
Small Merchants; The general sales tax law often con- 
tains some exemption or progression, which renders the 
task of shifting difficult. [Like the income tax, most of the 
tax on gross produce is derived from a comparatively 
small number of persons, the rest contributing little.^J 
Administration and even productivity gain much by 
exempting this unproductive large number, and concen- 
trating on the few who really count. For this purpose, 
tmany countries exempt merchants below a certain level of 
gross income from the sales tax.®-' Even where there is no 
legal provision exempting small traders, administrators in 
the interests of efficiency pay scanty attention to them. 
If the exempted persons’ products form an integral and 
substantial part of the whole market, this renders the pro- 
cess of shifting doubtful. If, however, the exempted and 
the taxed merchants form non-competing groups, or if the 
exempted merchants do not command a considerable part 
of the trade, the tax will be shifted. ' 

(ii) Exemption of Farmers; | Usually, farmers are also 
exempted from a tax on the sales of their produce. , Where 
the farming is small-scale as in many countries, the task 
of collecting a tax on these is not worthwhile. |The 

1 The enquiry by Hftig and Sboup, however, showed that partial shift- 
ing was much less common than we would otherwise suppose. Perhaps, 
that was due to the short time lag hetween the imposition of the taxes and 
the time of the enquiry. 

2 In France, when there was no exemption in 1022, 48 per cent of tax- 
payers contributed 'little over 2 per cent revenue (SUoup, p. 105). In Ger- 
many, in 1926, 68 per cent could have heen exempted with only 4 per cent 
loss in revenue (Pagan and Macy, p. 580). 

3 All our recent sales tax acts follow this principle. 
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fanners form an important political bloc in many countries 
which politicians dare not displease. Moreover, the 
farmers were so ill organised and fallen on such evil days, 
that the3’' would not have been able to shift a tax levied 
on them. | Due to all these reasons, the farm produce sold 
directly by the farmers is often not subject to the sales tax. 
This, however, may encourage the elimination of some 
middlemen, and the remaining of them will not be able to 
shift the tax. 

(iii) Exemption of Co-operative Societies; In some 
countries, due to the natural sympathy for co-operative 
societies, their sales are exempted from the sales tax."* \ In 
so far as the co-operative societies sell only to their own 
members, this may not be considered objectionable. But 
when the practice is extended to sales to outsiders, it is an 
obstacle to the shifting.; The strength of the obstacle wiU 
depend on the place occupied by co-operative sales societies 
in the marketing organization, and the rapidity with which 
new ones are likely to crop up. 

(iv) Progressive Rates: Sometimes, the rates of taxa- 
tion vary according to the gross income of the seller.^ 
U.S.S.R. taxes are the most astoimding example of this. 
Mexico® and some D.S.A. States® also levy such taxes. 
.This makes shifting of the entire tax difficult.'^ 

(v) Regressive Rates: A regressive tax also increases 
the difficulties in shifting the tax., Being much less defen- 
sible than a progressive tax, which may be justified on the 
groimd that it is a business tax varying according to the 
size of the .business, it is seldom pleaded for or practised. 
But considerations of administrative convenience often lead 
the law-makers to fix a-lrunp sum tax for the lower groups 
of tax-payers..- The desire for revenue may lead to the 
amount being so fixed, that incomes in the lower ranges of 

1 France follows tbis practice. BotU Bengal and Madras include all 
sales by cOK>peraUve societies to their members within the scope of their 
sales, acts. Madras General Sales Tax Act, Sec. 2 (b), Exp. I, and Bengal 
Sales Act, 2 {c), Exp. I. The Punjab General Sales Tax Act specifically 

'excludes all sales by co-operative societies. Sec. 5 (1) (a), ^ 

2 Buebler, pp. 228-229. 

3 Haig and Sboup, pp. 41-44. ' - 
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the group will be taxed at higher rates than the general 
rate. For instance, the Madras General Sales Tax Act, 
1939, laid down a sales tax of ^ per cent but for dealers 
between Rs. 10,000 and 20,000, the tax was laid down at 
Rs. 5 a month, i.e. Rs. 60 a year.’ Tlius, any dealer having 
a turnover of more than Rs. 10,000 but less than Rs. 12,000 
would be taxed at a rate higher than ^ per cent. Being 
practised so far only over a small field, this custom had no 
important consequences; but if spread, it will develop into 
a serious impediment to shifting. 

(c) Inequality hct^vccn Producers; As we have al- 
ready seen,' in many countries the sales tax is not laid only 
at one stage but af every change of hands, j The number 
of hands even the same commodity passes through is not 
uniform, but varies with the size of the business. The 
products of big veritical trusts may change hands only once 
or twice, whereas those of their small competitors have to 
do so many times over. ’The small producers, thus, will be 
placed at a grave disadvantage.! Unless they have an im- 
portant role in production, the extra tax on them will not 
be shifted. |This may lead to greater integration of the 
industry, Iwhich will make the task of shifting of those, who 
still do not combine, very difficult.^ To guard against this 
favouritism to big producers, various devices have been 
adopted. In Germany, by a law of 1918 transfers from one 
branch of a business to another were to be taxed as if they 
ocemred between two different firms. The task proved too 
much for the administrative authorities, and the provision 
was eliminated in 1919.'5 Austria has adopted another in- 
telligent device. lOn every commodity, a single tax is levied, 
but the rate varies. >’ It is fixed according to the number of 
taxable processes the commodity usually undergoes.'*- This 
iieeds, however, a very long and detailed classification. ' In 
the Austrian list, nearly 400 commodities are mentioned. 

f 

1 The changes made in 1040 -worsened the position. 

2 Tor the controversy ns to liow far such a tax .promotes integration, 
see BueWer, pp. 203-209, and Comstock, Taxation in the Modem State, 
pp. 127-128. 

8 Comstock, p. 127. , 

4 Buchler, p. 209. 



16(1 


JUSTICE IN TAXATION IN INDIA 


The measure has achieved a fairly good measure of suc- 
cess, and some other countries are following Austria.’ But 
the measure is not likely to be widely adopted. The multi- 
stage tax is usually dictated by a desire to conceal the rate 
of the tax, and the anxiety to see that the dealers and 
manufacturers are not ruined even if the tax sticks on to 
them. The Austrian device frustrates both these aims. 

(d) Inequitable Distribution among \’arious Com- 
modities; There is another reason which increases the in- 
justice of a general sales tax. The trader, who pays it, is 
only interested in seeing that he suffers no loss, or if some 
loss is inevitable, as little as possible. 1 If be is selling a 
number of commodities, in transferring^the tax burden he 
\vill follow the line of least resistance. He will increase 
the price of certain commodities b 3 >’ more than the amount 
of the tax, of some by an equal amount, and of others by a 
less amount or not at all.^^^ This is specially likely because 
the elasticity of demand, the extent to which its price is 
known, .etc,, differ from one commodity to anotlier. In 
wholesale trade, many of these factors v/ill not be of much 
importance and the shifting will be -uniform. But in retail 
trades, these factors will exert a great pressure, and- the 
consumers of one commodity will have to pay the tax on 
another commodity. 

Steps to Ensure Shifting 

(a) State Measure; Since the avowed aim of the legis- 
latures in imposing a sales tax is to tax the consumer, and 
the working of economic laws cannot be relied upon to 
ensure this, the States of the TJ.S.A. have adopted various 
means to facilitate the process of shifting.^ In almost all 
the States the retailers are forbidden from advertising, that 
they are absorbing the tax themselves. Nineteen States 
specifically require retailers to collect the tax from con- 
sumers; fifteen go so far as to prescribe the exact* method 

1 BneKler, p. 210. 

2 Haig and Shoup, p. 383, Table 26 ; p. 446, Table 27 ; p. 509, Table 

3 Jacoby, pp. 805-309. In Germany, on the contrary, the taxpayer yras 
not permitted to charge the tax scparatdy. — Green, p. 288. 
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of collection and a few even specify schedules of tax 
addition. In preparing these schedules, however, a diffi- 
culty arises, for the price of every article is not such as to 
permit an addition precisely equal to the amount of the 
tax. A tax of 1 per cent on a four anna transaction 
amounts to 12/25th of a pice; on Rs. 6-8-0 bill it amounts to 
1 anna — 12/25 pice. In the second case, 1 anna could be 
easily charged, hut what about 12/25th of a pice? The 
easiest solution of this difficulty is to follow the rule, that 
any fraction amounting to a half or more than half of the 
smallest coin should be considered as equal to one whole 
coin, and a fraction less than half should be neglected. The 
consumer would not object to such a system, and the dealer 
could hope that the system would fully compensate him. It 
may, however, be that the usual transactions of some 
dealers are such that the above rule would mean some loss 
fo them. In order to alleviate this hardship some States 
have issued tokens, so that the exact amount of the tax can 
be shifted.'' 

(b) Private Measiurcs: Where the States do not lay 
down any such rules, the dealers may take similar measures 
through their associations. They may, for example, lay 
down that every dealer must show the tax seperately in 
each bill. To facilitate this task they sometimes lay down 
fi:ced schedules. Since naturally their great concern would 
be to prevent any loss to dealers, in cases where the amount 
of the tax is not an integer, the schedules are likely to err 
on the dealer’s side. For example, in Arizona where the 
tax is per cent, the following schedule was adopted by 
the larger merchants.® ’ 


Sales 

Tav 

S 0.01 to $ 0.10 

S 0,00 

S 0.11 to $ 0.80 

$ 0.01 

S 0.81 to $1.50 

S 0.02 

$ 1.51 to $ 2.15 

$ 0.03 

' S2.1Gto$2.80 

$ o.ot 

S 2 .81 to S 3 .50 

S 0.05 


1 For the year 1937-38, these tokens amounted to about $290 millions 
in U.S.A. — Jacoby, p. 811. 

2 Haig and Shoup, p. 288. ' . - ’ 
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The tax schedule ought to have been: — ^No tax for tran- 
sactions upto 33 cents, for a sale between 33 cents and 1 
dollar, 1 cent, between 1 dollar and 133 cents 2 cents, and 
so on. Sometimes, merchants go still further, and charge a 
full cent, when the tax involves a fraction, however small 
Lt may be. For example, in the Chicago City to cover up 
the 3 per cent tax, the State Street Merchants utilized the 
following schedule: — ^for 1 cent to 33 cents, 1 cent; 34 cents 
to 66 cents, 2 cents; 67 cents to 1 dollar, 3 cents."' This prac- 
tice often leads to resentment among customers, who think 
that the merchants are profiteering from the tax system. As 
vve have already seen, the common sense rule that less than 
a half of the smallest coin should be neglected, may work 
to the detriment of some dealers. For this reason, coupon 
books, puncture cards, and various other fractional cent 
tokens were utilized by dealers or their combinations in 
U.S.Au States.2 

Their Efficacy 

The question, naturally, arises: how far can such de- 
vices succeed in shifting the tax? It must be quite clear to 
those who have followed closely what has been said before 
that.in the long rim, such devices can make little difference. 
If the fimdamental economic forces are working against 
the shifting of the tax, no legislative injimction or rule by 
trade associations can compel the shifting. All, that the 
most drastic measures can achieve, is to make the process 
a little roimdabout. The dealers will reduce their basic 
prices by the amount of the tax to be paid. The legal 
requirements of the buyer paying the tax will be perfectly 
satisfied; but the incidence of the tax will be on the seller. 
However, in the short run, and where less fundamental 
forces are at work, these provisions will prove of great 
assistance. For example, customers’ resentment and fear 
of other sellers 'not adding the tax® are two powerful 
causes preventing shifting of the tax. "Where,' however, 

1 Haig and Shoup p. 434. • r 

2 For a detailed description. Ibid., pp. 29-37. 

3 Ibid., pp. 386-387, table 28 ; pp. 327-328, tables 102 and 103. 
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St^iso J.'wvs contnitt exprtx.-: provision:: dsri’clin,<j the shiding 
ol ihc Xs>:, the customers’ rteontment will be directed to 
wards the proper objective. The fear of cornpolition v/iIL 
not act ns n brake lo an attempt at shifting. The rules 
rnndr* by the merchants' associations achieve tile same end, 
though Dieir eftectivones;, i.n le.vr. A merchants’ association 
lias not tile dignity and tlie pre.stige of the State, and any 
action on its part may tie misunderslooci as a conspiracy 
against the pubiic. 

Tiiu,’!, the proce.s;; of the .siiifiing of the sale.s tax to the 
consumer wiu’ch i.s usually tiiought of ns axiomatic is very 
uncertain. So many and varied are the obstacles to the 
shifting of a sales tax, specially in tiic short period, tliat 
to proceed on the assumption that it will bo so passed is 
dangerous. "While the State can bo of some help at times 
in expediting and quickening the .stiifling process, it cannot 
do more. Tlicrcforo, in pronouncing the verdict on the jus- 
tice of the .sales tax, wo must reckon witii the po.ssibility. 
that it may rc.st on the dealers and morchant.s.' When it 
so rests, nobody can have anything to say in its favour, for 
it amount.s to a businc.<ks- tax levied according to the gross 
income of the business. Wlial is gonnanc to the equity of 
a tax on the dealer is the ratio that the tax bears to his net 
income, and this vrill dilTer widely,^ for gross profits difter 
from industry to industiy and firm to firm.^ Merchants 

1 TIiij sliiftiiiK bnclcw-ard'i to jiroduwr? nnd other rncrdmnts tms not 
been rtLieiwcd licrc, for lUrre li notUlnc raorc, tlxnn tilrcndy implied in the 
prceedinj* pnrt^, tliat enn be snid nbont it. 

2 Tlic following fljpirCT are interesting In tills connection : 

1 per rent sales tax. 

Uclnil Wliolesiiic Footi 
Orocer Grocer Jfmmracturcr 


Cross Sales . . . , . . ..St million S 1 million S 1 million 

Net Fronts HO, 000 10,000 50,000 

Tax nt 1 p.e. 10,000 10,000 10,000 

Fronts after tax paid • . . . 20,000 nil 40,000 

% tax of Fronts .O.Oi 100 20 


(from Unelilcr, p. 200, witli some moilifleations). 

0 For varying prortts in different Imsincsses nnd of (inns among the 
same businesses, sec National Industrial Conference Hoard, O'lve Shifting 
nnd Kffects of the Fetlcml CorpornUtm inedme Tax, Vol. I, pp- 183-107 ; 
also Appendices to flic Kepott of the Committee on Natiomii Debt and 
Taxation, pp. 73-70. 
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having business, where the margin of profit is low, will be 
hit hard, and will have to pay an imduly high rate of tax. 
Businesses having a high turnover and low margin of profits 
will suffer. Dealers in necessities, which have, in general, 
a more rapid turnover than luxuries and fancy goods, will 
be taxed heavier. Some firms prefer to follow the conser- 
vative policy of a higher profit rate and a less turnover; 
others follow the adventurous course of earning high pro- 
fits by selling at a low margin of gain. When the incidence 
is on the seller, the second type of firms will be more hit 
than the first and will, in consequence, be compelled to 
abandon their very salutary practice with a great loss to 
the consumers. Even otherwise in the same line of busi- 
ness, the net profits of various firms widely differ, running 
from fairly high profit rates to actual losses. To those cam- 
ming lower rates, this tax would sound a deathknell. 

IV. Adoption of the Sales Tax in Many Coimtries 

From our previous discussions it ,will be seen that 
whatever the incidence of the sales tax, it is highly objec- 
tionable, and this fact has been widely recognized. The 
Colwyn Committee found it unworthy even of serious dis- 
cussion, and brushed it aside summarily."’ ,The history of 
the circumstances under which such taxes were passed in 
various coimtries as well as the discussions that took place 
in their legislatures show that even the propounders of the 
tax were conscious of its grave defects.® Yet, the tax has 
made 'a very rapid' headway. In 1918 it formed an impor- 
tant element of taxation only in Germany and a few small 
countries; it has now spread to almost all the countries of 
the world except Great Britain (pre-war) and U.S.A. 
Federation. Introduced only as an “emergency” measure 
and a “distress” tax, it has so entrenched itself in the tax 
systems of many countries.® that it has become indispen- 
sable. 


1 Beport, para 1031. 

2 See Shonp, Chap. H; Jacohy, pp. 75-77. In some of the 11.S.A. 
States, the tax was in the first instance temporary on\v. 

S Haig and Shoup, pp. 7 — 8. 
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Tihe reasons for such a change in the position of the 
tax are not difficult to understand. Though in case of 
different countries different combinations of factors have 
led to it, the main pattern has been very similar. I A huge 
growth in expenditure, the failure of revenue to rise upto 
it or still worse its absolute fall, and an inability or imwill- 
ingness or both to finance the deficits from the ordinary 
channels of taxation reduced the governments to such 
narrow straits that they were willing to take advantage 
of any measure at hand.i It needed all the woes of the last 
war to spread the sales tax in Europe, where all the belli- 
gerent countries except England adopted it.2 Neutral 
countries did not impose the tax. It required the throes of 
fi worldwide depression to recommend itself to U.S.A. 
States.® Its great productivity,"^ the comparative e^se of 
its adminisjtration, its indirect burden, and the needs of the 
governments for “more and more and still more” revenues 
have now made it an indispensable tax in many of the 
coxmtries.® Henre, its widespread nature in spite of its 
being a bad tax, and being recognised as such. \ 

V. Sales Tax in India 

In India, before the adoption of Provincial Autonomy 
in 1937, there was no general sales tax, thanks mainly per- 
haps to the prevalence of the British ideas and ideals. Hie 
1935 Government of India Act, however, while handing 
over to the provinces functions needing great expenses,' did 
not give them adequate revenue sources. The popular 
ministries had to embark on some sort or other of nation- 
building activities to justify their existence, but they had 
not the wherewithals. Tlieir best and most vigorous efforts 
at retrenchment could not save much, especially as they had 

1 Sdigman once rightly described a general sales tax ns “ the last resort 
of those countries -which find themselves in such difSculties that they must 
subordinate all otlier principles of taxation to the one principle of adequocy ” 

— Quoted in Green, p. 159. 

2 Haig and Shoup, p. 5. 

3 In U.S.A. there -u’ns no -^videspread sales tax movement till 1932 — 
Jacoby, p_. 71. 

4 Shitras, p. 507. It has yielded in some countries about 20 percent 

of the total tax proceeds. - ' ' ' 

5 Jacoby, pp. 83-90 ; Haig and Shoup, pp. 21-25. 
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very restricted powers with regard to the salaries of the 
higher services. They seardied largely for new sources of 
taxation, and where else could they turn their gaze except 
to the general sales tax? Madras, the first to launch the 
policy of prohibition, was also the first to have a General 
Sales Tax Act on its statute. Bengal passed a Sales Tax 
Act in 1941, and the Punjab soon followed. Bihar has a 
retail Sales Tax since October 1944 of 3 pies per rupee. As 
in the post-war period, the sales taxes are likely to occupy 
an important place in provincial finance, v^e give below the 
main prolusions of aU these acts. A critical review is given 
only in case of the Madras General Sales Act, but it can be 
easily applied rautatis mutandis to other acts. 

(a) Madras Province 

The Madras General Sales Tax Act, 1939, imposed a 
general turnover tax of ^ per cent on every dealer having 
a turnover of more than Rs. 20,000. Dealers with a turn- 
over between Rs. 10,000 and Rs. 20,000 had to pay a flat tax 
of Rs. 5 a month; those with a tximover below Rs. 10,000 
were exempted. Both this exemption and flat rate taxation 
are also found in other countries. 

Except for farmers selling their own produce no other 
persons are exempted from the tax. ' A co-operative 
society, even when selling its goods to its members, is liable 
to the tax. The Act is equally stingy in its exemption of 
things. Only electrical energy, motor q)irit, manufactured 
tobacco and other goods, on which a provincial excise duty 
IS already levied, are exempted. Since these commodities 
are specifically chosen for higher taxation, their exemption 
from this Act is necessary. No necessaries are exempted, 
nor are the articles subject to central excise duty free. The 
only items specifically exempt are bullion and specie,'' cot- 
ton yam, and hand-woven cloth when sold by dealers ex- 
clusively confining themselves to this type of cloth. In 
order that the tax may not hinder the home manxifacturers 
in their competition with the producers outside the Pro- 

1 The exemption tvas removed in April 1944, but has been naainlirivcn' 
from April 1945. 
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Vince, a rebate of half the tax is granted in respect of ex- 
ports of finished articles of industrial manufacture notified 
by the Provincial Government. In case of hides and skins, 
a special concession has been given; it is taxed only at one 
stage.'' 

In 1940, after the Madras Ministry had resigned, the 
Governor reduced the tax to J per cent. However, he did 
not make a proportionate reduction in the lupip tax for 
dealers with a turnover between Rs. 10,000 to Rs. 20,000. 
The fee, in their case, was only reduced to Rs. 4 a month. 
Any dealer, with a turnover between Rs. 10,000 to Rg. 19,200, 
was thus paying more than \ per cent. Since October 1943, 
the rates have again been enhanced. The lump-sum tax 
was increased to Rs. 5, and the tax-rate was increased to 1 
per cent. In the Finance Act for the year 1944-45, the slab 
rate has been raised to Rs. 8 for dealers with a turnover of 
between Rs. 10,000 and 15,000 and Rs. 10 for those having 
a turnover of more than Rs. 15,000 and less than Rs. 20,000. 

Criticism: The Madras Sales Tax Act compares quite 
favourably with similar tax measures in other, countries. 
The services are not within the scope of the Act, but this 
is not the fault of the Province, but of the Constitution. 
The rate is by no means excessive. The taxes in other coun- 
tries have been heavier.^ It is true that in other countries, 
marketing is better organized, and therefore there are less 
middlemen between the producer and the final consumer. 
A tax, therefore, at the same rate in India means a higher 
burden than elsewhere. Moreover, in many foreign coun- 
tries it is the practice to set apart a certain percentage of 
the proceeds of the tax for the local bodies.'^ As against 
this, however, it must be remembered that the manufac- 
ture or production stage cannot be taxed by the provinces 
under the Government of India Act. This and the exemp- 

1 A slight clement of dillcrcnUntion is introduced in case of some com- 
TuodiUes like groundnut, leaf tobacco, and casbciv by providing tliat the 
“turnover” of a dealer in them shall not equal the amount for ■which goods 
are soldTjy him, hut the amount for wWcli they are bought. Rule 4 (3). 

2 Shirras, pp. G08-G09. 

3 Ibid, pp. 015-010. 
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tion of farmers selling their own produce do much to ob- 
viate the disadvantage of our great backwardness. Taking 
all these factors into account, the Madras Sales Tax can- 
not be said to impose a heavier burden than the similar 
taxes in other countries. The only legitimate complaint 
against this Act is its failure to exempt necessaries, and 
the fixing of the lump sum fee for lower groups too high. 
The tax is expected to bring in about 486 lakhs of rupees 
in 1945-46.* 

We have seen how essential the question of the inci- 
dence of the sales tax is. When it is passed on to the con- 
sumers, there is something to be said for it; when its inci- 
dence is on the dealers, nothing can condone it It is, there- 
fore, essential to know where exactly the incidence of the 
Madras Sales Tax is likely to be. Being a. proportional 
tax, its shifting is easy. The exemption of dealers below 
Rs. 10,000 will not be a grave obstacle to shifting. .It will 
only mean that the sellers in big villages and small cities 
and small merchants in big cities will not be taxed. The 
exemption of farmers may be a slight hindrance, but far- 
mers with a higher turnover are so few that they ought 
hardly to count. Moreover, the non-exemption of co-oper- 
ative societies is an advancement on the tax practices of 
other coimtries, and is calculated to facilitate shifting. The 
lack of organizations of dealers in Madras, however, is a 
serious obstacle, and keen competition may prevent many, 
retailers from adding the tax to the price. In this connec- 
tion, it is sad to reflect that no steps like those on the lines 
of the U.SA. States have been taken. In addition, in the 
Madras Province some of the dealers made no attempt to 
shift the tax due to a philanthropic motive. They felt that 
when they were asked to pay for such a good purpose as 
abolition of drink evil, it would be bad on their part to 
try to shift the tax.’ 

■ (b) Bengal Province 

The Bengal Sales Tax Act. 1941, differs in some impor- 
tant respects from the Madras Act. The scope of the Act 


1 Sec Madras Gentaul Sales Tav Act, p. Tl. 
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is the same; but the exemption limit provided is higher. 
For any seller importing goods into Bengal, or himself 
manufacturing or producing goods, the limit is Rs. 10,000; 
but for others, it is fixed at Rs. 50y000. The tax rate ori- 
ginally imposed was fairly high — J anna for every rupee in 
the taxable turnover, i.e., 1-9/16 per cent; now it is thrice 
that rate. As against this it must be remembered that the 
tax is levied once only and that liberal exemptions of com- 
modities are provided for. Exports are entirely exempt 
from tax;! necessities like essential food and fuel, agri- 
cultural capital like livestock, agricultural implements and 
fertilizers, fundamental means of knowledge like news- 
papers, text-books for primary classes and sacred books, and 
industrial power are not liable to this tax; articles already 
taxed by the Central or Provincial Government are also 
exempt. The 1945-46 Budget puts the estimates from this 
source at Rs. 2 crores. 

(c) The Punjab 

The Punjab General Sales Tax Act, 1941, which 
aroused bitter .controversy, .lis strangely enough milder in 
many respects than both the Madras and the Bengal Acts. 
Under this Act, aU dealers having a turnover of more than 
Rs. 20,000 have to pay i per cent of their turnover as the 
tax. Merchants with a turnover of more than Rs. 5,000 
and not exceeding Rs. 10,000 are taxed at J per cent; those 
with gross incomes between Rs. 10,000 to Rs. 20,000 are 
taxed at 3/16 per cent. Thus, the tax rate is' as mild as the 
Madras rate and is more rational in case of lower incomes. 
Only the exemption limit is lower — ^Rs. 5,000 instead of 
Rs. 10,000. Liberal exemptions are granted imder the Act, 
Bullion, specie (except ornaments and' jewellery), food 
articles like wheat, wheat flour, gram, gram flour, maize, 

r In the Madras Province, ns -we have seen, all exports are not given 
the benefit of a rebate of half the tax. Only exports of such manufactured 
products, ns are mentioned by the Government, can have this. Exports 
of raw materials thus can never get this benefit. Dr. Naldu’s defence of tliis, 
on the ground that in an iU-dcvelopcd counUy like India, provinces are ripM 
in discouraging exports of raw materials outside tlicir boundaries, seems queer. 
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maize flour, bajra and bajra flour, cotton, cotton cloth 
■woven on handlooms and sold by persons exclusively deal- 
ing in it, agricultural implements, and means of knowledge 
like the holy scriptures, the periodicals and newspapers are 
exempted from the tax. Sales by co-operative societies, 
and by farmers, landlords or tenants of their farm produce 
are not taxed. In case of goods produced in the Punjab, 
the Pro-vuncial (jovefnment is empowered to r emit a part 
or the -whole of the tax. The tax is estimated to bring in 
only Hs. 38 lakhs in 1945-46. 

(d) Bihar 

This tax is levied on all dealers having a gross turn- 
over of more than Rs. 5,000 at i anna per Re. of the tax- 
able turnover. Purchases from one registered dealer by 
another for the purpose of re-sale are exempted, ‘so that 
the tax is levied only once. The exemptions given under 
the"'Act are stingyr" Only exports, sales to electricity pro- 
ducers and to some specific Government Departments are 
not taxed. Ihe tax is expected to bring in Rs. 30 lakhs 
in 1945-46. 


B. Selective Commodity Duties 

Since the incidence of a general sales tax is doubtful, 
its effect greatly regressive, and what is worse, even un- 
foreseen, sales duties on selected commodities are .some- 
times preferred. The commodities can he so chosen as to 
ensure the passing on of the tax, and an exemption of the 
poorer classes. Moreover, the effects of a tax on selected 
commodities can be more exactly foreseen, and therefore, 
attendant evUs minimized. 'For these reasons, the duties 
on selected commodities have become the mainstay of gov- 
ernment finance in many countries. Even a country like 
Great Britain, disinclined to indirect taxes, derived as 
much as about 11 per cent from Excise Duties in 1938-39. 
(a) Tax on Luxuries 

(i) Motor Spirits: The most suitable objects for com- 
modity taxation are luxuries. But, as we have seen, for 
practical reasons, heavy taxes On them cannot be levied 
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irequently. The only items of luxuries, that have proved 
productive so far, have been petrol and other motor acces- 
sories. A great part of the tax proceeds from this source, 
however, is spent on the development of roads, so that this 
tax is to a great extent on a quid pro quo basis — more a fee 
rather than a tax. Moreover, it must be borne in mind 
that a tax on petrol is not only a tax on luxury but also a 
tax on transport, so that but for this quid pro quo element, 
the high taxation on petrol and motor accessories would be 
objectionable. In India the excise duty on petrol has be- 
come long since a part of the Central Excise S 3 ^stem. For 
the year 1938-39, the tax on motor spirits was 10 annas a 
gallon; in 1945, it was 15 annas. In addition to this, various 
provinces have hastened to take due advantage of the 
greater powers of taxation given to them by the new Con- 
stitution, and levied their own taxes on motor spirits. 
Assam and Central Provinces have also taxed lubiricants. 
The rate of the provincial tax has usually varied from 
I anna to 2 annas per gallon; in Central Provinces, how- 
cver^ the tax is levied at 5 per cent of the selling price. In 
1945-46, the tax will yield Rs. 300 lakhs to the Centre and 
about Rs. 240 lakhs to.>the Provinces. , 

(ii) Motor Vehicles: In addition to this tax,imotor 
cars have also beeh- an object of taxation in another way. 
The various Motor Vehicles Acts of different provinces 
passed "since 1923 have made this taxation, hitherto a source 
of local revenue, entirely a provincial subject. . The local 
bodies have been usuaUy compensated fully by the provin- 
cial governments for this loss on the basis of their past 
receipts. The fees levied under these acts are mainly for 
regulation purposes, but they also provide a handsome 
revenue, the whole of which, except in the U.P. and Bom- 
bay, is utilized for the general provincial roads. In Bom- 
bay any proceeds beyond Rs. ^.57 lakhs go to the Road 
Fund. In U.P. the reverse practice is followed; the sum 
to be credited to the Provincial Road Fund is fixed at Rs. 10 
lakhs. In 1938-39 the taxation yielded Rs 187 lakhs m British 
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India, out of which Rs. 86 lakhs were paid' as compensatidh 
to local bodies and about Rs. 11 lakhs were transferred to 
the Provincial Road Fund. In 1945-46 the yield front "this 
source is expected to be nearly the same. 

(iii) Tyres: The 1941-42 Finance Act imposed an ex- 
cise duty of 10 per cent on penultiatic tyrefe and tub6s, 
which were until a few yeats ago' imported from abroad, 
and paid a customs duty of 25 per cent. The tax yielded 
about Rs. 35 lakhs in 1941-42, and will bring in i crore in 
1945-46. 

(iv) Motor Cars, Cycles, etc.: Assam has gone a little 
further in the taxation of luxuries. A retail sales tax at 
5 per cent has been levied there on motor cars, motor 
cycles, radios and wireless sets. 

(v) Amusements and Bettings: Taxation of amuse- 

ment has been popular in many countries. It is satisfac- 
tory to note that in India also, most of the provinces have 
adopted this tax. The rates vary in different prownces. 
The usual system of laying down taxes is the bracket sys- 
tem, so that the rate of the tax is not uniform for tickets of 
different values. The brackets are usually of the same size, 
and the tax rises usually of the same amount. But th6re i^ 
aio rigid^ uniformity especially in the higher grade. In/ 
many provinces, to exempt the entertainment expenditure 
of the poor classes, an exemption limit is laid down; the 
exemption in Bombay Province is four 'anhas. In some 
provinces, for admission fees to race courses, a heavier 
percentage is laid down. In addition to this, in all pro- 
vinces where horse-racing is of importance, a. betting tax 
of from 4 to 7 per cent of moneys paid as stakes is imposed. 
In Bengal, now, dog-racing is also taxed. This tax will 
bring in Rs. 350 lakhs to the Provincial Governments in 
1945-46. - ‘ 

(vi) MSscellaneous. Taxes: From the year 1939, the 
Bombay Presidency levies a tax of 12^ per cent on prize 
competitions, which are mainly a pastime of the weU-t6-do 
Classes, and also partake to some extent of the character of 
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gambling transactions. It will yield 2 to 3 lakhs of rupees 
in 1945-46. In N.-W.P.P., a tax of 3 pies is levied per bottle 
of aerated waters. 

(b) Tax on Conventional Necessaries 

Next to luxuries, conventional necessaries are fit for 
a sales tax. Unlike a tax on luxuries, where the poor are 
little hit, that on conventional necessaries does hit them 
hard. But the shrinkage in consumption the tax. may bring 
about will not produce bad effects; no direct deterioration 
in the health and morale of the poor will occur. The de- 
mand for a conventional necessity is, more or less, rigid, 
so that both from the productive and incidence point of 
view, a tax on it is considered to be satisfactory. Conven- 
tional necessaries, therefore, have been chosen often for a 
heavy tax. 

(i) Tobacco: The two conventional necessaries usually 
selected have been liquors and tobacco, which have been 
good yielders of income. The rate on liquors has been 
especially heavy in many countries so as to minimize their 
consumption. In India, also, both these objects have been 
regarded as specially suited for heavy taxation. The taxa- 
tion of tobacco, however, had till recently not - made 
great progress, mainly due to administrative difficulties. 
Only six provinces, Bombay, Sind, Madras, the Punjab, 
N.-W.F.P. and C.P. had made an attempt to tax it. Except 
in the case of Madras Province and Bombay City, the 
taxes were lump sum licence fees, varying only with the 
character of business, i.e., 'Whether wholesale or retail, or 
sometimes its location. Rotigh devices were at limes 
adopted to vary the fees according to the volume 
of sales. For example, in the Punjab, the licence 
fee varied from Rs, 2 to Rs."^ 10 according to the number of 
assistants an employer or licensee had. In C.P. the hbance 
fee for retailers varied according to the rent of the .shop. 
Madras Presidency had an ambitious tax measure. Tobaccb 
was divided into two parts; (a) manufactured tobacco ahd 
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(b) unmanufactured tobacco. A wholesaler had to pay a 
2 per cent tax on his total sales of manufactured tobacco. 
The retailer was taxed more heavily; he had to pay a tax 
of 3 per cent on the first Rs. 400 of the turnover, and 10 
per cent on the remainder. A turnover of less than Rs. 400 
was taxed \mder the bracket system; for ^oss sales not 
exceeding Rs. 200 a tax of Rs. 6 had to be paid, for a turn- 
over between Rs. 201 to Rs. 400, Rs. 12 had to be given. As 
regards unmanufactured tobacco, no tax was levied on its 
sales. Licence fees were levied on wholesalers — ^both of 
manufactured and unmanufactured tobacco. The whole- 
salers of umnanufacttired tobacco had to pay an annual 
licence fee of Rs. 100; in case of wholesalers having a turn- 
ovet of less than Rs. 3,000 a special concession could be 
made by the collector. In case of manufactured tobacco, 
the wholesaler has to pay, in addition to the turnover tax, 
a licence fee of Rs. 50. A tax was also levied on manufac- 
turers, varying from Rs. 2 to Rs. 100 according to the num- 
ber of workers they employed. A broker or a commission 
agent was taxed at Rs. 50 a year. The widespread adop- 
tion of the lump stun taxes on tobacco in provinces meant, 
an innate impossibility of shifting the tax, unless the^ 
licence conditions were such as to provide a sort of mono- 
poly an a particular locality to the dealers. Where no 
such monopoly rights were conferred, the bigger dealers 
would easily bear the tax themselves, or even if they 
spread the tax over their turnover, the rise in price would 
be so little as to .give an entirely inadequate compensation 
to the srnaller dealers who would be in great trouble. For- 
tunately the licence fees thus fixed had been light. In 
1938-39, when Madras had no tobacco fax, the various pro- 
vincial taxes on tobacco yielded Rs. 25 lakhs, and in 
1942-43, the yield was Rs. 56 lakhs. 

The 1943-44 Budget provided for a central excise duty 
on tobacco. The rates' of this duty were increased in 
194^5 Budget and revised in 1945. As this tax is 
levied at proportionate rates, it means a great advancement 
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on the present system of tobacco taxation.'' An important 
lacuna in the Indian system of taxation is now filled, and a 
new legitimate source of revenue expected to yield about 
Rs. 20 crores is secured to the Indian Government. 

(ii) Restrictive Excises on Country Spirits, Foreign 
Liquor, Wine, Opiiun, etc.: In most of the civilized coun- 
tries, a tax on intoxicants is considered as doubly blessed — 
to the State because of its productivity, and to the indi- 
vidual taxed because of the restrictive effect it is likely to 
have on his unhealthy habit. Owing to this reason, in spite 
of its highly regressive character, a heavy tax on liquor 
is widely resorted to. This twofold purpose of the tax 
raises menacing questionst How far should one proceed in 
the restriction of the drinks? Should only the State so 
enforce restriction through higher taxes as to get the maxi- 
mum revenue out of the drinks? Or, should it so regulate, 
and even if essential, prohibit them as to minimize or 
abolish the harm to the consumers? In fact, the problem 
is whether the State is to be allowed to exploit the 'evil 
effects of drink to maximize the revenue out of it, or 
whether it is to so adopt the tax policy as to really mini- 
mize the evils from drink even if it means suffering in 
revenue. This point seldom arises in an acute' form in 
Western coimtries, for there alcoholic drinks are never 
looked down upon by public opinion. A drink in modera- 
tion is an almost universal habit in those countries. Any 
attempt at serious restriction of alcohol will, therefore, be 
frowned updh by the people. In India, however, the case 
is quite different. Both the major religions and the power- 
ful caste customs among the higher caste Hindus are averse 
to it. Public sentiment in India, therefore, has always been 
in favoru of prohibition, and the pretensions of the gov- 
ernments in India have been put 'to a crucial test. Sad tQ 
say, they have been formd wanting. As long as the in- 

1 With tllo imposition of central excise duties, tlie provincial and toliaceo 
duties have heen entirely abolished in Bombay and Madras, and partially 
removed in case of C.P. The proceeds from provincial tohacco taxation 
are expected to be only about 4.1 lafcirs in 1945-40. TheCtentral Government, 
however, is compensating the Provincial Governments concerned for this loss 
of revenue. 
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crease in. tax rates meant not only a decrease in consump- 
tion of drinks but also an increase in revenue,! they went 
on imposing higher duties, arguing that it was no use pre- 
venting licit consumption if illicit consumption were to 
continue, and that to prohibit the latter was very difficult. 
This led to a policy of fixing the tax rates in each area in 
light of the alternative facilities available for illicit con- 
sumption. Consumers of intoxicants had to pay a tax not 
only according to their consumption, but also according to 
the area in which they resided. People did not mind this, 
as long as the Governments could plead the regulatory pur- 
pose. But the depression put the Governments to a cruel 
trial. The higher rates could po longer bring in highei; 
taxes; it was no longer possible to have the best of both' 
the worlds. The regulatory purpose conflicted with the 
revenue desire of the governments, who immediately for- 
got their high aims, and vied with one another in reducing 
the rates and increasing the facilities for drinking.® 

The introduction of Provincial Autonomy in 1037 and 
the acceptance of offices by the Congress later in that year 
once again provided a great fillip to the demand for prohi- 
bition. Picketing of liquor shops had formed an important 
item in the Civil Disobedience Movement of 1930. The 
Congress ministries, therefore, were bound to pay adequate 
attention to this demand. Gandhiji's article in 1939 in the 
Harijan, and his insistence on an immediate implementing 
of the prohibition programme at all costs did the rest. The 
Congress ministries vied with one another in banishing 
drinks from their provinces. The Bombay Ministry was 
the most vigorous; it provided for complete prohibition 
within three years, and sacrificed 150 lakhs of rupees in the 
first year, viz., 1939-40. Madras followed next with its 
- loss of 65 lakhs. Other Congress provinces also sacrificed 
some revenues. The estimated loss due to these measuros 
for 1939-40 compared with 1936-37 was 291 lakhs, i e., about 

1 For country liquors’ progress upto 1023-34, see Report of the 
Indian Ta-cation Enquiry Committee, para 212. The roveivucs from excises 
increa-sed from Rs. 1,5G3 lakhs m 1021-22 to Rs. 1,853 lakhs in 1929-30 

2 Tile number of shops in 1035-3G wa-s 10 per cent more than m 1921-22. 
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20.8 per cent of the -total excise' revenue. 1 , The Congress 
Ministries, if they had continued, would undoubtedly have 
carried on their plans, so that there would have been a 
complete extinction of, or at least a great shrinkage in this 
much hated source of revenue. This would have been 
specially welcome, as most of our excise revenue is de- 
rived from consumption of country spirits and toddy. Both 
these are consumed by the poor classes only. The tax on 
alcoholic drinks in India is, therefore, not only a regres- 
sive tax as aU commodity taxes usually are, not only a fiat 
rate tax as the salt tax almost is, but much worse. ’ It takes 
larger sums from the poor than from the rich. When one 
remembers with this the fact that in the whole world Bri- 
tish India was collecting the greatest percentage of cen- 
tral and provincial revenues from the restrictive excises,^ 
one realizes the great step forward towards tax justicq 
that the Congress Ministries took. The resignation of the 
Congress Ministries soon after the war, and the decision of 
the Governors soon afterwards to have status quo budgets 
stopped half way this step.s The lifting up of or relaxation 
in prohibition measures that followed in the wake of anti- 
inflationary measures, the .increase in the, rates of duty in 
some provinces, the higher bids for auctions, and greater 
consumption bid fair to increase the revenue from this 
source to Es. 4313 lakhs in 1945-46. , 

We have so far assumed that the . incidence of these' 
excises is on the consumers. While this is undoubtedly so 
in case 'of all the revenues derived by the direct system, 
i.e., a proportional tax varying according to the value of 
the product — ^the great' part' of the revenue is derived that 
way-^f the licence fees realized mostly by the auction 
method this cannot be said with confidence. ‘The bidders 
bid-fo'r the right' of 'monopoly, and are prepared to pay fees 
only to the'extent of the monopoly profits they can make. 

1 Vakil and Patel, linance under Provincial Autonomy, Appendix II, 
Table VII, p. 175. 

2 Patel, Provincial Finance (1021U03C), p. 280. (A thesis for Ph.D.)" 

3 Tlicexeise revenue in 1041-42 -was slightly greater tlinn that in 1030-37 
— 14,50 laklis compared to 14,07 lakhs. 
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These profits arise from consumers’ exploitation, so that 
in a sense the duties may be said to mean a burden to the 
consumers, especially so when the total quantity of sup- 
ply is also fixed. 'Hie bidder’s judgment, however, may 
not represent actual facts. He may not know or foresee 
the exact demand for his goods and the likely changes in 
it. The auction system,- therefore, is much inferior from 
the incidence viewpoint than the direct system. Where a 
sliding scale system of fees under which the rate of fees 
increases with the amount sold is adopted, the incidence is 
equally doubtful. 

(c) Tax on Necessaries 

In addition to taxes on luxuries and conventional 
necessaries, it has been a practice in most of the countries 
to tax some necessaries. E.g., England has a heavy tax on 
sugar- India has gone much further, and taxes a number 
of necessary commodities. In 1938-39, the last normal 
year, excise duties on necessaries (including that on salt) 
yielded 1515 lakhs of rupees. . i 

(i) Salt; Out of these, salt was the rnost important, 
accounting for more than 50 per cent of the total Central 
Excise duties. Since the consumption of salt is almost 
equal among the various income groups, a tax on salt is 
very near in effects to a poll tax. The tax has, therefore, 
aroused great indignation in the past. The collection of 
tax-free salt was the first item in the Civil Disobedience 
Movement of 1930. The rates of the duty have changed 
from time to time. For the last few years, however, the 
rate has been maintained at Re. 1-4-0 per Bengali maund. 

(ii) Sugar: The excise tax on sugar has been the next 
productive item, though far- below that on salt. The 
yield of the tax has been greatly fluctuating chiefly due to 
the fluctuations in sugarcane crops in India. In 1938-39, this 
tax yielded Rs. 424 lakhs, i.e., about 28 per cent of the 
central excises on necessaries. The consumption of sugar 
is not so imiform among the various groups as that of salt. 
In many of the Indian -villages, tea drinking is not yet 
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usual, though it is fast becoming so. In cities, especially 
big cities, the habit of taking tea has spread to the lowest 
classes, and some among them take more of it than the 
higher or middle classes. Though their expenses on ready 
tea appear to be smaller, that is only because their tea cups 
contain less milk. Moreover, the cup of tea taken by the 
poorer classes contains more sugar. The higher classes 
consume more sugar in milk and food, but this is not likely 
to mean much difference in sugar consumption. The vari- 
ations of sugar consumption among different classes are 
not likely to be great, and the sugar tax, therefore, is 
regressive specially in the urban areas. The rate of duty 
on sugar was Rs. 2 per cwt. in 1938-39; in 1940, it was 
increased to Rs. 3. 

(iii) Matches: The duty on matches provides another 
important mainstay of the excise system, bringing in 
about 14 per cent. The consumption of matches in cities 
varies with the smoking habit. In villages, however, the 
match-box is not generally used for lighting hidis. The 
number of matches one uses in cities depends on the num- 
ber of cigarettes or hidis one smokes, not on his expenses 
on them. The poor smoke as many 'hidis as the rich smoke 
cigarettes, so that their expenses on matches will not be 
much less than those of the rich. The tax on matches also 
is thus highly regressive. In 1938-39 the excise duty on 
matches was Re. 1 per gross of boxes, when the box on an 
average contained less than 40 matches, Rs. 1-8-0 when a 
box contained between 41 and 60 matches, and Rs. 2 "for a 
gross of match boxes containing 61-80 matches. The 1941 
Finance Act doubled this duty. 

(iv) Kerosene: For the year 1938-39, kerosene yielded 
a revenue of Rs. 65 lakhs, i.e., about 4 per cent. The duty 
was originally levied at 2 annas 9i pies per gallon; in 
1942 it was increased to 3 annas 9 pies per gallon. Kero- 
sene is mostly used for lighting purposes in small cities and 
villages, where no electricity has been introduced. Even 
when electricity has been introduced, the lower classes 
often prefer to go on with kerosene lamps. In big cities, a 
substantial portion of kerosene consumption is through 
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stoves, which are used by all classes of population except 
the very lowest. Apart from the electricity consumption, 
the consumption of kerosene does increase with every rise 
in income upto a certain level. The rise is especially mark- 
ed in the case of villages and smaller cities, where we come 
across people among the lower classes, who have no need 
of artificial light. The sun makes their day and night. 
Nonetheless, the increase in consumption stops at a com- 
paratively early stage. 

(v) Vegetable Ghee: The 1943-44 Budget imposed a 
tax of Rs. 5 per cwt. on vegetable ghee. Vegetable ghee 
being a product used especially in cities by the lower 
classes, the burden of the tax will be regressive. The tax 
is expected to yield 115 lakhs of rupees in 1945-46. 

(vi) Taxes on Tea, Coffee and Betelnnts: From April 
1944 a tax of 2 annas a lb. has been levied on tea, coffee 
and betelnuts. This further increases the large number of 
regressive taxes India already had. All the three commo- 
dities put together will yield Rs. 360 lakhs in 1945-46. 

(vii) Electricity: Bombay, Madras, Bengal and Sind 
have levied a tax on electricity consumption. ' In the Bom- 
bay Province by the 1939 Act, all electricity used for the 
purpose of lights and fans in Bombay city is taxed at the 
rate of IJ anna per unit for consumers using 12 or more 
than 12 units, and at the rate of 1 anna for those using less 
than 12 units; in other areas the rates are to be prescribed 
by notification. For theatres and cinema houses in Bom-' 
bay, a special concessional rate of 5 anna per unit is laid 
down. Before* this amendment in 1939, the rate for the 
Bombay City and other notified areas was 9 pies per unit, 
the consumers using less than 12 units being exempted; in 
other areas the rate was 6 pies per unit; It must be remem- 
bered that the increase in taxes in Bombay Province in 
1939“did not amount to more than the reductions in elec- 
tricity charges which the Government had secured through 
negotiations with Electricity Companies. In Bengal, 
persons consuming lesssthan 15 units are exempted 
from the tax, which is levied at six pies per unit. In Sind, 
the tax is levied at 9 pies per unit in Karachi and other 
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notified areas. The Madras tax i.s based entirely on 
ditTorent lines. The tax there is levied on the licensee, 
and ihc exemption level is in terms of his turnover. If the 
licensee v.'ishes to recovcr.the duty from tljo consumers, he 
must f,ct the previous sanction of the Provincial Govem- 
ment.’ 

A ta>: on electricity is a tax on an urban necc.ssity, 
,'md as such ojwn to all the objections we have seen earlier. 
In so far as the tax only counteracts that on kerosene, 
it is an essential counterpart of an excise duty on kerosene. 
But at pre.sent the ins i.s much lieavjer. Where as in ease of 
Bombay no exemption.s are prescribed, the tax is very 
unjust to the poor. It is nood, liowevor, that the electricity 
energy used for industrial purposes except in ‘ Madras 
where llie system is entirely different is exempted, so that 
the tax i.s not one on motive power. The taxes on clectri- 
dty yielded Rs. C7 lakhs in 1941-42, and are expected to 
bring in Rs, 95 lakhs in 1945-4G, 

(viii) Madras Regulation of the Sale of CloUrAct, 1937; 
In Madras, a licence fee was levied on all dealers of cloth 
or articles made therefrom except on those dealing exclu- 
sively in hand-woven cloUn Where the monthly turnover 
did not exceed Rs. 3,000, an annual fee of Rs. 2 was levied; 
otherwise Rs, 5 had to be paid. Being a lump sum fee, it 
was not likely to be shifted, but its light rate prevented it 
from being a grave nuisance. It yielded less than I'lakh 
of rupees in 1941-42. The lax was repealed in April 1944. 

(d) Capital Goods® 

Capital goods are not usually considered as fit for ex- 
cise taxation. But, consistent with its policy of replacing 
the loss in Customs’ duties due to protective rates by 
internal taxes on (he same commodity, the Government of 
India has levied from November 1934 an excise duty on, 

J In nil these provinces, for unmetered consumption npproximntcly 
equivalent taxes are jirovidcd nccotding to the power of the lamp. 

2 The coat cess recently imposed nnd cspcctcd to yield ST-t lakhs of 
rupees lins not heen Incluiled here, ns its proeecds vvill'l)c,cntirelyutili7.ed 
for the benefit of the Industry. 
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steel ingots. The duty yielded Rs. 38 lakhs in 1938-39, and 
is expected to bring in 60 lakhs of rupees in 1945-46. ^ 

C. Customs’ Duties 

‘ The Customs’ Duties are one of the earliest duties in 
history. They gained special popularity because their in- 
cidence was supposed to be on the foreigners. As a matter 
of fact, the foreign merchant or manufacturer seldom 
bears the tax. It requires, as we shall see, a combination 
of rare circumstances to make the foreign importer or ex- 
porter pay the tax himself.'' And when the tax is not borne 
by the foreigner, it is, often enough, much worse than an 
excise duty. If its incidence is on the consumetj the price 
not only of the taxed part of the commodity but of the 
whole commodity will go up by the amoxmt of the tax, so 
that it will inflict a greater burden on the consumers than 
the benefit it brings to the State. If the incidence falls on 
the home producer, the injustice of the tax will be much 
greater. Let us, therefore, examine the conditions for the 
shifting of the tax in a little detail ' 

r 

Duties on Exports 

'A tax on an exported commodity will be shifted to 
foreign consumers, if the foreign demand for it is inelastic./ 
This can only be so, if the supply of the taxing coimtry 
forms a large part of the world supply, to the importing 
country, and there is no possibility of alternative products/ 
In taxing exports, ^there is always the danger, that though 
demand may seem inelastic at first sight, ‘the presence of a 
high tax may give rise to an effective substitute being 
brought into the market. The customs’ duties on exports 
in modem tariff ^sterns are, therefore, seldom foimd to 
yield a large revenue. 

Duties on Imports 

What has been said about a tax on exports applies with 
equal force to that on imports. ’ Until the importing coun- 
try forms a very important market for the surplus pro- 

^ 1 Fordgners liaxTi greater freedom, as they can buy or seJJ in non-taxed 

BiarKcts — ^Silverman, p. 233. 
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duce of the exporting country, and no alternative markets 
are available, the tax on an imported commodity will be 
shifted to home consumers. , llie circumstances, under 
which a tax on imports may be borne by the foreigners, are 
as rare as in the case of exports. However, the import 
duties play a very predominant part in the taxation sys- 
tems of various countries. /A tax on imports, even when 
its incidence is on the home consumer, is much more defen- 
sible than a tax on exports with its incidence on the home 
producer or manufacturer.^ The former is a tax on expen- 
diture, for which something can be said.! The latter is a 
tax on a section of the people selected at random./ More- 
over, many of the recent increases in customs’ duties have 
been due to the protection policy adopted by many States. 

I Taxes on exports are ill-suited for the purpose of protec- 
tion. ' They can be only utilized, when the coimtry wish- 
ing to develop particular industries is also the exporter of 
raw materials or intermediate goods used thereiuy^To give 
the required degree of protection a tax on exports of pri- 
mary or intermediate goods has to be much higher than a 
direct tax on the imported manufactured goods, and is 
likely to threaten the legitimate desire of other countries 
to develop their own industries for their home markets, 
thus leading to international resentment and retaliation.’ 
Unless, therefore, there is some special reason, the export 
duties are not levied for a regulatory purpose. 

Customs’ Duties, in India 

Customs’ duties in British India form a very impor- 
tant part of the fiscal system. They yielded in 1938-39 about 
one-third of the Central revenue, and about one-fifth of 
the total revenues, provincial and central. Export duties 
were levied only on a few items, and yielded less than 10 
per cent of the dotal customs’ duties. -More than 97 per cent 
of the revenue from these export duties was derived from 
the duty-on jute, an Indian monopoly with no easy sub- 
stitute. The rest was derived from_rice.^' The export duty 
on rice was very moderate — annas a maund since 1930. 

1 Report of the Indian Fiscal Commission, paras 177-182. 
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The revenue from imports was more important.) The 
best way to get a bird’s-eye-view of their justice is 
to divide the taxed items under four , broad divisions 
— necessaries, luxuries, raw materials, and means of pro- 
duction — and to see the proceeds from each class. This 
classification gives no complete idea of the exact burdens 
on the various income groups. There are necessaries and 
necessaries, and luxuries and luxuries. There are urban, 
necessaries and rural necessaries; there are necessaries 
•where the consumption does not increase with increases 
in income; there are necessaries whose consumption in- 
creases almost in proportion ivith income upto a fairly 
high income level. Luxuries may be defined as those com- 
modities not consumed by the masses. Fruits and vege- 
tables are certainly a luxury in this sense; but they are 
entirely different from motor cars, on which the expendi- 
ture is progressive for a very broad range of incomes. 
Moreover, the classification is not •watertight. For example| 
motor spirit may be regarded either as a raw material of 
industry or a luxury. In such cases^ the only method 'is 
•to classify according' to the predominant use of the com- 
modity and this is only a compromise. Nevertheless, the 
broad picture given by this classification. Will be substan- 
tially correct. 

We have already discussed the t^es -on ^necessaries 
and luxuries. As regards raw materials and capital goods, 
it must be home in mind that the taxes on them are not 
easily transferred to the consumers and even when so 
shifted are more regressive than equally productive duties 
on consiuners’ goods. The finer the goods, the less in pro- 
portion the contribution of raw materials and machinery 
to their Value.'' The richer consumers, who generally use 
the finer goods, will pay a smaller rate of duty through 
taxes on raw materials or' the capital goods, f Further 
where these are used for more than one conunodify, even 
like the general sales tak^the burden of a tax on them will 
be seldom equitably distributed. 


1 Vigou, A Study of Tublic Finance, pp. 142-3. 
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We have at hand, thanks to Messrs. Gregory and Natu, 
an analysis of our import duties worked out on the above- 
mentioned lines for the various years. We select, out of 
these, some typical years. 

Import Duties’ 

1020-30 1032-33 I036-3T 103T-38 

Amounircrocnl Amount Per cent Amount Per cent Amount Percent 
(in Lakhs) (taLaklis) (in Lakhs) ({n Lakhs) 

1. Goods of Gcncrai 


Consximptlon 

10.40 

40 3 

12.01 

28.1 

12,20 

32.5 

12.48 

28.4 

2. Luxury Goods 

14.in 

na.T 

21,07 

48.3 

14.09 

37.2 

14.11 

32.1 

3. Bftir Materials 

«,2r 

r.T 

6.47 

12 3 

£.66 

15.0 

to, OS 

2J.2 

4 . CkiplUvl Goods 

6,18 

12.3 

6.02 

11.3 

5,01 

16.1 

0,06 

15.3 


This table shows thaya great percentage of customs’ 
revenue in India is derived from a tax on raw materials and 
means of production. About 39 per cent of the revenue is 
derived from this highly objectionable source of taxation 
and a big Slice out of this is a recent addition.^ The pro-" 
portionate importance of duties from necessaries and luxu- 
ries has declined. The duties on luxuries seem to be rela- 
> * ^ 

tively gaining" in importance compared with tiiose on 
necessaries. But this gain is only illusory, for the protec- 
tive duties on necessaries which have lessened the revenue 
therefrom have been largely counteracted by the new 
excise duties on those commodities.^ It must be noted 
that the relatively smaller percentage of tax proceeds from 
luxuries is not due to smaller imports of luxury goods. In 
1937-38, the value of imported luxury goods was Rs. 45,66 
lakhs compared with Rs. 41,06 lakhs, the value of imported 
articles of general consumption. Our failure to derive 
larger revenues from luxury taxation is only due to our 
letting the luxuries off lightly. The rates levied on luxu- 

1 Gregoiry and Natu — Tlie Burdeu of the Indian Tariff, p. 10. 

2 Tile percentage increase in revenue from this soUtco is slightly less 
"When consider that in these calcu]ntlons,‘'thc tav on petrol is considered 
os a tax on raw material,' and the separation of Burma in 1937 shifted much 
of this revenue from hcirig on excise into a Customs’ duty. The result was 
a rise of 418 lakhs ofrupces in Customs’ duty’ on petrol. But, even 1930-37 
figures show these two sources yielding more than 30 per cent. 

8 About Cj crorcs of rupees were derived from the excise duties on 
sugar and matches in 1088-80. * 
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Ties under the Indian Customs Tariff have been the same 
as those on articles of general consumption— about 30 
per cent.'' 

There are some points in the structure of the Indian 
tariff which make it more regressive than would seem 
from an analysis like the above. For various reasons, 
specific duties occupy an important place in the Indian 
Tariff System. They contributed 31 per cent of the import 
duties in 1937-38. This means that in those cases unless an 
exhaustive classification of varieties is made, j there will 
be a greater burden on the lower varieties of each class. I 
Mainly due to the fear of foreign dumping, mixed duties 
also are assuming greater importance in the Indian Tariff 
Structure, In 1937-38, they contributed more than 20 per 
cent of the import revenue.^ In both their forms, alter- 
native and compoimd, these are likely to prove a greater 
burden on lower class -consumers 'than ^mere ad valorem 
duties.; ^ ^ -r <■ 

, ' ' ' ' ~ Conclusion " " 

■ In order- to have the whole idea of commodity taxation 
— central and provincial — in a nutshell, we give here the 
general-system of commodity taxation in'1937-38;— - • 


Commodity Taxation in 1937-38 > 


- 

Tax on 'Necessaries’- .. 

(In lakhs of rupees) 
.. - 42,40 / 



Tax on Luxuries* 

15,32 

20.2% , 


Tax on Haw Slaterials* 

. : ■ 10,G5 

IS.0% 


^ Tax on. Capital Goods* - 

- 1,03 

9.3% 


1 htegory and Natu, p. 48. - - - , 

2 Und., p. 41. ■ ' ^ ‘ „ 

8 Besides the custom’s duties on necessaiies, this includes excise, duties 
oh sugar, kerosene, matches 'and salt, excises &om country liquor etc., the 
duty on electricity, and the proceeds from tobacco duty in Bombay City. 
Other toha^o fees amotmting to about' seven lakhs have not been included 
as their incidence is doubtful. . • 

4 Besides the import duties on luxuries, includes taxes on entertainments 
and belting.' "^e proceeds from Motor Vehldes Acts have only been included, 
in so fat as their benefit accrues to general provincial revenues. 

5 Includes the customs’ duties x>n raw materials, and -the excise duty on 

petrol. From tins, the sum' credited'to'the Central Bead Fund has been 
subtracted. . - . „ , 

C Includes besides customs’ duties the excise duty on rtcel ingots. 



CHAPTER Vni 

TAXES ON TRANSACTIONS, FEES AND PRICES 
A — Taxes on Transactions 

I — Their Justice and Incidence 

So far, we have dealt with taxes, which, however 
harmful their effects on production, and however uneven 
and unjust their burden, had some points in their favour. 
Their incidence, though uncertain and unpredictable at 
times, was usually easily ascertainable. The group of 
taxes We now propose to examine under the heading 
"Taxes on Transactions” is one, in favour of which nothing 
can be said except the cynical canon of plucking the goose 
at the place which would make it squeak the least.! Their 
adverse effects on production have been oft recognized, 
and need not detain us here.’ v Their injustice is no less 
patent.; Even if we suppose some sort of uniformity, in the 
incidence of these taxes, i.e., that ordinarily the taxes %vill 
be borne either by the seller or the buyer, - they cannot 
satisfy in the least the dictates of justice. i Often, these 
taxes have to be at a flat rate, either because the value of 
the transactions cannot be easily ascertained at the time, 
of stamping, or because a tax according to value would 
mean large-scale evasion as in case of a tax on receipts.2;< 
In other cases a tax according to value is possible. I But 
the rate cannot be pro^essive because of the easy possi- 

1 Mill condemned these taxes as often preventing the passing of the 
property into the hands of those, who could make the best use of it. Mnciples 
of Political Economy, p. 839 ; also Bastnblc, Book IV, Chapter VIII. Hobson 
is more strict, and describes them as “the cumbersome relies of a past hapha- 
zard method of catchpenny improvization.” — Taxation in the New State, 
pagolSC. Vitc T) ‘ ?vl;!r. o. !i:’r,'’e!y mough, defends them ns taxes on savings 
to counteract (Mil >ii:r, lit ii'-i !:i\( - '(p. 357). If savings^ were to betaxed the 
proper way would be to levy property taxation or increase the difference 
between the rates of taxes on “ earned” and “unearned” in<iomes._ The 
method of taxing savings through transaction taxes is crude, since' it hits 
sailings in different directions and with different histories unequally. , ^ 

2 Tile Indian Taxation Enquiry Committee, Ajipendices and Index, 
page 12C. 

13 
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bility of splitting up the transaction."' ' The tax, thus, can 
only be proportionate at best. I Properties of equal value 
do not undergo the same number of transactions. ' More- 
over, the rates of the tax vary with different sorts of 
transactions. ' For any person or property, thus, the tax 
will vary with the forms in which the property is held, and 
the times he has to buy and sell these various kinds of 
property.2 

- So much on the assiunption that there is some nni- 
iormity with regard to the incidence of transaction taxes. 
This, however, is not true. The incidence varies widely 
with the individual circumstances of the parties to each 
transaction. Moreover, in many transactions, so many, 
complex considerations are involved, that -the burden is, 
uncertain, and distributed among a number of parties. A 
consideration in detail of the incidence of taxes on - the 
main varieties of transactions will make this clear. 

(q) Tax on Land and Property other than Stocks and 

Shares 

^ • Ihe nature of this commodity, its lack of homogeneity, 
makes the incidence of the tax entirely a matter of indivi- 
dual bargain. The person, who has, or who shows, the 
greater need for the transaction, will have to bear the tax» * 
As Mill pointed out, "It almost always fell on a necessitous 
person in the crisis of his necessities.’’^ perhaps, the 
other ejqjenses consequent on the sale of land and other 
allied forms of property would throw this small item into 
the backgroimd, and the tax would not be felt. 

"With regard- to the forms of property we are discuss^ 
ing, usually the sellers are in greater need, so that the in- 
cidence of the tax will generally lie on them. This gives 
rise to a grave possibility of a process akin to that of capi- 
talization taking place. Not only will the buyer deduct 
from the selling price the tax he pays at the time of buying, 

1 Fortm attempt at iatroducing progression in Indian taxes on transac- 
tions and ite foilnre, see lin’d., pp. 128-129. " 

. 2 'In fairness wmusl point out that the Tates ate tisunliy less on forms 
ofpropertyliahie to change hands quieWy., But this variation in tates, in- 
tended to produce a xough cqmty among owners of different kinds of pro- 
perty, Way prove to be a source of great hardslup in individual cases. 

a Vide p. 838. 
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but also he will discount the tax that he may have to bear 
in future, when he sells the property. Since the future 
payments are not at regular intervals, the process has none 
of the certainty and calculability of capitalization."' But 
the prospect of a series of transaction taxes is bound ,to 
have a depressing effect on prices. 

(b) Tax on Stocks and Shares 

I Shares and stocks change hands very frequently, so 
that a tax on this form of property at the same rate as on 
others means a much heavier burden. There being an 
organized market for shares, its incidence is more likely- 
to be uniform. The tax is often supposed to be borne by 
one of the three parties to the transaction, the buyer, the 
seller or the middleman. | In that case, the tax would only 
be one on speculative earnings in which chance playa a 
predominant role. But it is not so. The buyer, the seller' 
and the middleman are all doing useful services under the 
present system; and if their services are essential, their 
remunerations have to be paid. They will reimburse them- 
selves for the tax they have to pay through charging a higher 
price for their services. (The incidence is therefore much 
more likely to be on the users of those goods and services 
which the company is producing, ’ - 

The case of a tax on produce exchange transactions is 
simpler. The dealings in the market here are in actual 
material goods. Owing to the reasons we have discussed 
above, the incidence cannot be on the purchaser, the seller 
or the broker. The poor' grower or the consumer must, 
therefore, bear the tax. - _ “ 

(c) Tax on Companies’ Share Capital 

A proportionate tax on the authorized capital of the 
company at the time of its registration is hardly likely to 
be shifted' to the consumers of the company’s produce. It 
has to be paid once in the lifetiihe of the company. The 
hew company ' has to ' compete with many other old 
companies which have reimbursed theinselves already for 
the tax. paid or have fofgotteii its exigence. Moreover, in' 

1 Scligman, Shifting and Incidence of Taxation, pp. 882-3: 
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many branches, the companies have to compete with 
partnerships and one-man businesses, which have not to 
pay this tax. Further, the advantages of incorporation are 
great, and the possibilities of alternative investment in 
other firms of business are limited. The promoters are even 
less likely to bear the tax, for in their initial calculations 
they must have taken into consideration the existence of 
this tax as a part of promotion costs. The tax, will, there- 
fore, be borne by the shareholders. The non-recurrent 
nature of the tax and its small amount prevent the tax from 
being an undue hardship on them. 

(d) Tax on Bonds 

Its incidence lies obviously on the borrower. 

(e) Tax on Cheques and Receipts 

Where the cheques are drawn or receipts passed in 
order to settle individual transactions, the tax will rest 
where imposed, for there is no further of continuous rela- 
tionship permitting of any shifting onwards. Where, how- 
ever, the instruments are commercial, drawn or passed in 
the course of business, different considerations apply; these 
faxes, then, form a part of business costs, which can, under 
certain conditions, be recovered from the buyers of the 
goods and services, in which the businesses are engaged. In 
such cases, all those complex considerations, which we 
have discussed r-egarding taxes on goods and ser\dces, 
apply. Suffice it here to observe that when the tax is 
ad valorem,' the process of shifting is much easier. Where, 
however, the tax is a flat one, the obstacles to shifting are 
almost insuperaffie as in the case of fixed licence fees. I The 
greater the size of each transaction, the less the rate of the 
tax would be. The larger traders and businessmen have 
generally bigger transactions, so that these taxes differen- 
tiate in favour of them, and often force the smaller ones 
to bear most of, or even the whole of, the tax themselves. 

1 The Cplvryn ^minittee’s discussion (p. S72 and 577) on this point is 
not illuminating. Silverman’s remarks on tins point arc derinitcly misleading 
(pp. 254-5). He tells of the incidence of a business cheque as being “passed 
on to the consumer. Tliere is no graduation or dilfcrenljation of the duty 
and as_ it falls on. the marginal as -well as on the more prosperous firms, it 
enters into the price-determining costs.” This is to forget the great dUference 
between a proxwitionate and flat ta-s. 
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It is only the very small rate of the tax and the possibilities 
of easily evading it, that save it from being really ruinous 
to small parties. 

11. Stamp Taxes in India 

In spite of the grave defects of the taxes on transac- 
tions, which have earned for them opprobrium and con- 
demnation from all economists, the ease of their collection 
has made them so popular, that almost all the States have 
adopted them as a permanent feature of their tax system.' 
Even a country like the United Kingdom has not only re- 
tained these taxes after the last war, but increased theii 
rates. India has, naturally enough, not been able to keep 
away from the allurements of these taxes. She derived in 
1940-41 no less than 5 per cent of her total revenue receipts 
from such taxes as against England’s 2 per cent in 1938-39, 
$0 that these taxes form an important part of the Indian 
Tax System and deserve a close study. Unfortunately, the 
material is scanty. Almost all the duties on transactions 
are levied imder the Indian Stamp Act (modified by pro- 
vincial legislatures), and are lumped' together imder one 
head — ^Revenue from Commercial Stamps. The < further 
sub-divisions of this heading are according to the types of 
stamps used (adhesive, impressive, etc.), and not according 
to the nature of transactions. The former has little con- 
nection with the latter, so that we have no means of know- 
ing the relative importance of the various stamp taxes. 
(The Indian Taxation Enquiry Committee had stressed the 
need of these statistics even in the interests of sheer pro- 
ductivity^ as the most productive rates for different lands 
of transactions could only be arrived at through a process 
of trial and error.® From the viewpoint of justice, the 
necessity of these figures is even more apparent. But no 
steps have been taken in this matter, and the Punjab Re- 
sources and Retrenchment Committee, fifteen years later, 

v' 1 One is reminded of Smith’s remark: "There is no art ivWeli one] 
government sooner learns of another than that of draining money from the{i 
pockets of the people.” 

2 Report, para 817. 
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had to reckon ■with the same difficulties due to , lack of 
data as the Indian Taxation Enquiry Committee.’ 

The Scheme of the Indian Stamp Act 

In the absence of these figures, because of the nume- 
rous items on ■which the taxes falP we will have to confine 
our attention to the general scheme of the Indian Stamp 
Act and its analysis. The scheme of the original Stamp 
Act was simple. The first point to be decided in connection 
with the stamp duties is to determine the transactions that 
are fit for ad valorem tax, and those that are not. -We 
have already discussed the grounds, on which this decision 
can be made. If the decision arrived at is that only a 
flat rate can be applied, the rate has to be decided arbitra- 
rily in each case, taking precautions only to see that it does 
not cause great hardship, and that the law of diminishing 
rettims does not begin to operate. Beyond these, there is 
no other rule in determining fiat rates. With reg^d to 
ad valorem rates, the problem lends itself to a more scien- 
tific treatment. Here, ^ the framers of the Indian Stamp 
Act fixed first the rates for three main instruments: (a) A 
bill of exchange payable otherwise than on demand but 
not more than one year after date or sight, (b) a bond, 
and (c) a conveyance. Since bills of exchange were the 
most frequent transactions, bonds less^ frequent, and the 
conveyances the least, the rates' fixed for the first were 
the lowest, for the second sHghfly higher, and for the third 
the highest. All other instruments, on which ad valorem 
rates were thought suitable, were to be taxed at a rate 
le^vied on that one of these three, which 'they most resem- 
bled. Where it was felt that ad valorem rates on more 
valuable transactions would mean great hardship, a maxi- 
mum duty was fixed, thus creating a class of mixed duties. 

The scheme, in these broad outlines, is quite attrac- 

1 Heport of the Resources and Retrenchment Committee, Punjab Govern- 
ment, para 193. 

2 Wc have not discussed here the taxes on entertainments, etc., which 

In dia n Taxation Enquiry Committee discuss in a cliapler under this 

“^jjding. IVe think that more appropriately such taxes are discussed under 
Taxes on Goods and S€ivic<*s.” 
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live. It presents an advance even on the XJ.K. systerh, 
where more mobile forms of property are sometimes taxed 
at the same rate as those less mobile. For example, y in 
Great Britain, the rate on transfer of stocks and shares is 
the same as that on conveyance of land. |But in the execution 
of the scheme, and in the fixing rates on the three main 
instruments, many mistakes were made. These make ouc 
taxes on transactions more objectionable than those in 
England. 

Defects of the Sclvcme 

(i) Heavier ad valorem rates: As under the Indian 
scheme, the fixation of all ad valorem rates depends on the 
rates fixed for the three fundamental instruments, the 
taxes on them are of special interest to us. The rates for 
these were fixed roughly at 9/100 per cent,’ 4 per cent, and 
1 per cent respectively. The rate in England was much 
lower in the case of a bill of exchange — 1/20 per cent. In 
U.S.A. the rates were still lower in case of the first two — ' 
1/50 per cent in case of bills of exchange, and 1/20 per cent 
in case of bonds. 

The heaviness of the taxes fixed in India as compared 
with those of England and U.S.A. was not unkown to the 
framers of the act. Their defence was that since the mass 
of transactions in India involved much smaller amounts, 
the imposition of rates equal to those prevalent in Great 
Britain would mean a much smaller revenue to the gov- 
ernment. It was, therefore, imperative, if the Indian Gov- 
ernment were to derive a proportionate revenue from 
stamp duties that the rates should be higher.® The argu- 
ment has, no doubt, some show of plausibility in it. Since 
m poorer countries, the amount of government expendi- 
ture cannot be kept down proportionately to their low 
per capita income and the coat not always cut according to 
the cloth, the revenues realized from rates of taxes in force 

1 The rate for usance exchange hills and proimssory notes for not more 
tlmn One year rvas reduced in 1041 to 2 annas per Rs. 1,000. 

2 Indian Taxation Enquiry ConmUttce, Appendices and Index, pp. 129- 

180. 
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in other countries might fall far short of the expenditure, 
A normal budget cannot proceed on a plan for unproduc- 
tive borrowing’ on a large scale, j The governments of 
these countries must, therefore, fix higher rates in case of 
many taxes, and thus make up for the smallness of their 
national incomes, expenditure, savings and transactions. \ 
But great caution is essential in imposing these higher^ 
rates. A imiform rise in all taxes would not be correct or 
expedient. ; For example, a heavier tax on necessaries and 
conventional necessaries may react adversely on the effi- 
ciency of workmen, and make conditions much worse. j'Tbe 
rise in case of taxes on biUs of exchange, etc., which are 
business instruments, and whose incidence is uncertain, is 
equally undesirable. > When this rise is preached and de- 
fended by persons, who have never pleaded for an increase 
in rates of taxes much more suited from the viewpoint of 
the justice, say income tax or death duties, it seems cer- 
tainly very queer. Of all the taxes only one was preferred 
for this treatment, and that the least acceptable to 
economists! 

With commercial stamps becoming an item of concur- 
rent legislation under the Reforms of 1919, the matter 
worsened. The hard-pressed provinces hastened to takq 
advantage of this new source of taxation. They applied for 
the sanction of the Governor-General for introducing legis- 
lation regarding enhancement of stamp duties. The Gov- 
ernment of India reserved certain instruments for Imperial 
legislation and gave provincial governments a carte blanc 
with regard to others. iThe bill of exchange was an itent 
reserved for the Central Government; but the other two 
items were passed over to provinces, which, in most cases, 
increased the rates on them.' The tax on bonds, in case of 
most provinces was raised to J per cent’ and that on con- 
veyances to IJ per cent.2 

1 It must be xcmembered that expenditure on many of the “nation- 
huilding departments” vrill he productive only in the long run, and therefore 
for practic^ purposes must be considered '‘unproductive.” 

3 Report of the Resources and Retrenchment Committee, Punjab 
Government, Appendix F, Items 15 and 23. The tax has now been further 
raised in case of some provinces. 
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(ii) ' Classification of Instruments; In selecting the in- 
struments for ad valorem, rates, many errors were commit- 
ted. jlnstruments which were suitable for ad valorem rates 
were charged at flat rates, thus depriving the governments 
of their much needed revenues.- |For example, the instru- 
ment of adoption is admirably suitable for an ad valorem 
rate, especially as from the vieivpoint of the adopted son 
.adoption is a windfall. I In spite of this, it was only taxed 
at a flat rate of Rs. 10. Most of the provinces have increas- 
ed this rate to Rs. 20;^ but none of them has introduced an 
ad valorem rate. So also, in the case of the instruments 
regarding formation of limited companies, a flat rate is 
levied. In England a duty of 1 per cent on registered capi- 
tal has to be paid in addition to a tax of 10s. each on articles 
of association and the memorandum, tin India the tax- on the 
memorandum of a company, when there are accompanying 
articles of association, is Rs. 30 in the most of the provinces^ 
(originally Rs. 15). The duty on articles of association is, 
in most cases, fixed at Rs. 50 (originally Rs. 25).“*- Only in 
cases of the Bombay and the Punjab Provinces, some pro- 
gression is provided for. In Bombay, there are three scales 
for the tax on articles of association, i Where the share 
capital does not exceed Rs. 2,500, a tax of Rs. 25 has to be 
paid. Where it lies between Rs. 2,501 and 1,00,000, the tax 
is fixed at Rs. 50. When the capital exceeds one lakh, a 
tax of Rs. 100 has to be paid. In case of the Punjab, whei'e 
the capital does not exceed 1 lakh of rupees Es. 25 have to 
be paid as a tax. In other cases, the tax is fixed at Es. 50. 
The share capital of the company lends itself easily to 
ad valorem taxation. Though,’ due to our need of rapid 
industrial development, We should not impose a rate as 
high as UJC., there is no reason why we should not have an 

1 An instrument conferrinR a right to adopt is in a different category. 
Since the right may or may not be exercised, anil docs n6t mean an immediate 
transfer of right to property, it is not suited for an advaterrern'tox. 

2 Report of the Uisoutccs and .Retrenchment Committee, ApjicndocT', 

Item No. a. Along rvith otlier stamp duties, tliis tax has now been increased 
in someproWnccs. . • 

3 Jbtd., Appendix P, Item 30. 

4 Ibict., Appendix F, Item tO. 
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ad valorem tax with a smaller rate, say 4 axmas per Es. 100.| 
Simultaneously, the flat rates on articles of association and 
the memorandum should be reduced, thus easing the bur- 
den on smaller companies. The taxes on partnership in- 
struments, which are now in most provinces fixed at Rs. 20 
(originally Rs. 10), except in the case of partnerships whose 
capital is less than Rs, 500, can also bear a light ad valorem 
tax. The Indian Taxation Inquiry Committee drew pointed 
attention to those matters;^ but no heed was paid to their 
recommendations, though only erstwhile the government 
had pleaded for higher rates of transactions in India. 

(iii) Other Defects: About the many defects of the 
Act like the taxing of two similar instruments at different 
rates, the wrong methods of valuation in some cases, etc. 
%ve need not comment here, for these subjects have been 
fully discussed in the note by the Legal Adviser to the 
Indian Taxation Enquiry Committee. There is only one 
more point regarding the taxation of transactions in India 
which deserves notice at our hands, and that is, the taxa- 
tion of stocks and shares. In England, we have seen the 
former are taxed at the same rate as other conveyances. In 
India, however, the tax was much lighter. ^ In the original 
Stamp Act the tax on a contract note was fixed at one anna 
for every Bs 10,000 or a part thereof of the value of stock 
or security subject to a maximum of Rs. 10, and the trans- 
fer of the stock was taxed at h the duty on a conveyance. 
This was, even on the surface, a lighter duty than in Eng- 
land, but when the difference in the laws and practices of 
both countries regarding transactions in shares and stocks 
is considered the rates in India are seen to be imposing a 
still lighter burden. Whereas in England, the contract note 
IS compulsory, in India it is not. Moreover, a contract note 
drawn by persons on Stock Exchanges dealing as jobbers 
is not liable to any duty xmder oxir Stamp Act. The prac- 
tice of blank transfers, through which the document trans- 
ferring the shares or stocks could pass through a large 
number of hands without being liable to any duty vmtil it 


1 Report, paras 289, 293 and 29-i. 



TAXES ON TRANSACTIONS, FEES & PRICES 206 


came into the hands of the ultimate purchaser, prevails 
widely. The Indian Taxation Enquiry Committee felt that 
Avithout the co-operation of Stock Exchange authorities it 
was not possible to make these blank transfers a bad deli- 
very. They, therefore, recommended that until that was 
forthcoming, the government should be content with mak- 
ing contract notes compulsory, and increasing the rate on 
them to 4 annas per Rs. 10,000 subject to a maximum of 
Rs. 40 h Since that time most of the provinces have in- 
creased rates both on contract notes and on transfers. The 
rate of tax on a contract note in Bombay is 2 annas per 
Rs. 5,000, subject to a maximum of Rs. 20;^ on transfer, 
the rate has been revised very radically, being now 12 
annas per Rs. 100. But nothing has been done to make 
blank delivery a bad transfer, or making compulsory the 
filling up of names at periodic settlements. iThe stamp duty 
on transfer of stocks, therefore, yields much less than it 
could do even at a lower rate, if proper rules were framed. 

Conclusion 

\ Thus, the taxes on transactions in India, apart from the 
faults inherent in siich taxes', suffer much even in com- 
parison with those in force in' Other civilised coimtries. 
Their rates are too high. In spite of the fundamental 
soundness of the scheme on which these taxes are based, 
their execution is faulty. Sins of omission and commission 
are common; many items suitable for ad valorem taxation 
are being charged only at flat rates; similar instruments are 
being taxed at different rates, and non-essentials like; 
possession are considered as a deciding factor in classifying 
the instruments. What is doubly tragic is that most of 
these defects were pointed out by the Indian Taxation 
Enquiry Committee in 1926, and still lie \inremedied. j 

B. Tax Element in Fees 

So far, we have been concerned only with cases, where 
the State, while exacting something from the individuals, 

1 Report, paras 305-800. 

2 Report of the Resources and Retrenchment Committee, Appendix F 
article 6(&). 
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promised them nothing specific in return. The charges 
were without a quid pro quo. Now, we pass on to consider, 
those charges, where the “ruling principle is special pay- 
ment for special service.” The “fees,” as these charges are 
called, have to be compulsory in cases, where the purpose of 
public regulation is paramount. In fact, usually they are so. 
But the element of special reckoning between the govern- 
ment and the payer mark out easily these fees from the 
taxes in theory. In practice, however, taxes and fees, thanks 
to the governments’ all-consuming hunger for revenues, 
shade into each other. Out of the need for public regula- 
tions, the governments try to get some revenues in many 
cases, e.g., inspection of vehicles, licensing of firearms, etc. 
The question, therefore, naturally arises, “When do fees 
cease to be fees, and become taxes?” ^ This question is all- 
important to us, as we are concerned with the 'burden of 
taxation, and fees cannot be called burdens. It is apparent 
that as long as fees do not exceed the cost incurred by the 
State in the process of the service, they remain fees,- But 
obviously, fees can go much further without passing into 
taxes. Being quid pro quo charges, they may exceed the 
cost without losing their character; only they should not 
exceed the value of the service rendered. The value of 
services rendered, however, is very difficult to determine, 
especially in cases where services are compulsory. . 

In India we have a number of “fees” which can by no 
stretch be called taxes; most of these are departmental 
fees,® which require little discussion as on the whole these 
departments ate “spending” departments. The fees receiv- 
ed from them are much less than the expenditrures the 

1 Sometimes it may even be that in ■what is labelled as "fees” no public 
purjrose is ^redonunant, and "fees” ate truly speaking taxes called fees either 
to hide their true dxaracter or due to a genuine mistake. All such charges 
must be treated as taxes pure and simple, and no heading on them shomd 
prove a sufRcienUy porwerful comouflage for students of taxation* We have 
already done so in treating of license fees for sale of liquor. 

2 It roust be remembered that if sve go into sections of those departments , 
fees in one section may cover more than cost. But vre do not wish to go into 
these details as it is a eoraplicated task promising of paltry reward. As for 
the systems of showing these fees on the revenue side ‘iu the budget, see 
Bastoble, p. 159. 
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governments incur on them. We will only be concerned 
here with the two most important classes of fees in India — 
Registration Fees and Court Fees. 

I — ^Registration Fees 

These fees yield a considerable revenue to the Indian 
Exchequer. In 1938-39, they yielded no less than Rs. 187 
lakhs; owing to increase in rates in some provinces, a larger 
number of property transactions, and increase in value, 
they are expected to yield Rs. 224 lakhs in 1945-46. Thq 
purpose of regulation is obvious in the registration fees. 
Tire disputes about titles to property often involve many, 
points of fact, which, in the absence of a registration system, 
are very hard to decide, and in any case involve waste of 
time and money. The Indian Registration Act makes regis- 
tration compulsory in almost all cases of immovable pro- 
perty worth more than Rs. 100; unregistered documents 
have no probative value in this case. In other cases, regis- 
1 ration is voluntary, but confers on the party protection 
against all prior transactions of which it has no notice.'' 
The fees are charged on a regressive scale, combining the 
principles- of the cost of service theory (the cost will vary 
not with the value of the documents but with their length 
and intricacy) and of the benefit theory. The rates vary 
vndely with different types of instruments, but on the 
whole they are reasonable, and cannot be said to exceed the 
value of the services rendered.^ 

n — Court Fees 

The court fees have been for a very long time a subject 
of much Controversy between two parties. One has held 
that a resort to court Of law is due to the carelessness and 
neglect of the parties concerned, and therefore not to 
charge them any fees is to burden the general public for 
the fault of some individuals; the other has contended that 

1 Indian Registration Act, 1009, Secs. 17, 18, 48 and 49. 

2 In 1923, the fees paid in respect of compulsory registration -were 
less than 1 per cent of the value of the property affected in every province, 
the liighest percentage being 0.8 percent in Bihar and Orissa, and the lowest 
being 0.2 per cent m Bombay. (Indian Taxation Enquiry Committee 
Report, para 327). In spite of the recent rises in rates, the percentage 
cannot have much risen. 




206 


JUSTICE IN TAXATION IN INDIA 


the resort is mainly due to the imperlections of the law and 
the law-giver, and to impose a court fee is, therefore, puni- 
shing the individuals for no fault of theirs,’ We shall not* 
go into the merits of this controversy. We shall only point 
out two salient facts in the Indian Court Fees. We have 
to-day no actual record showing the amount of fees levied 
in the course of litigation, and of the actual costs of the 
courts. The figures available are “misleading and erro-' 
neous," so that unless a record on the lines suggested by 
the Civil Justice Committee of 1924 is made, we have abso- 
lutely no data on the all-important question of how far the 
court fees exceed the cost element, and may, therefore, 
contain an element of taxation. Even if after a careful 
examination of the records in future, we come to the con- 
clusion that the fees did exceed the cost, this would not 
put them in the category of taxes. Most of the court fee^ 
are derived from the administration of Civil Justice, and in 
Civil Justice it is usually the losing party which has to bear 
the whole cost. Most of the fees may, thus, be viewed as 
a sort of penalty on . the losing party for imnecessarily 
troubling the State. 

C. Tax Element in Prices 

From the administration of commercial departments, 
the Government of India derives considerable “industrial 
revenue”; and therefore the question of tax element in the 
prices charged for these services is very important. Un- 
fortunately, this is very difficult to decide. That prices 
charged by State departments may- contain a tax element 
is undeniable; for otherwise all that the State has to do 
to take the tax burden off its subjects is to nationalize the 
services, and so charge the prices as to derive the' necessary 
revenues from them. To regard a State charge of 1 anna 
on goods worth Re. 1 as a tax, and to plead that there 
would be no tax at all if the State took over the company 
and charged Re. 1-1 as the price, the 1 anna going to the 
general revenue fund, is absurd. It would easily be recog- 
nized even as in the case of fees that there is no tax imtil 


’ For this controversy, see Ibid., Appendix XI, pp. 159-160. 
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the price charged exceeds the cost. But can. we say that 
every pie of profit is a tax? The technique of commercial 
accounting is only recent and yet not perfectly developed^ 
Besides, the factor of risk-taking cannot be adequately 
taken into account by any system of accounting. Even if 
these difficulties were got over, the problem of deciding 
the tax element in prices would not be easy. Most of the 
businesses, which the State undertakes, would have other- 
wise lent themselves to private monopolies. Under them, 
more than normal profits might well have been made iq 
spite of State control. Can it be contended seriously that 
the rates charged by the State, even when less than those 
which would have prevailed in absence of nationalization, 
contain a tax element, just because the State makes a pro- 
fit out of them? The real criterion is the prices that would 
have been charged in absence of State ownership; but 
these cannot be usually determined except in cases, where 
the government is operating just to set up an ideal either 
by way of prices as in recent cheap grain stores or to ensure 
purity, in which cases there is seldom any dispute about 
the tax element for the costs usually exceed the incomings. 
The majority of economists have, therefore, been forced 
to accept an imsatisfactory compromise, that if the State 
only realized a fair rate of return on capital, there is no 
tax; if the State earns more, the prices contain a tax 
element. 

We have said above that there is no question of a tax„ 
as long as the incoming of a commercial department do 
not exceed its outgoings. This is, no doubt, true in a broad 
sense. But there are cases, when the commercial depart- 
ment renders various types of services. It may be that 
while on the whole the department makes no profits, in 
the allocation of some rates regard may have been paid 
to considerations other than commercial ones like the 
ability principle, the effect on national economy, etc."' In 

1 In detennining railway rates, regard is often paid to the desirability 
of developing particular industries, or of not hitting a certain section of the 
people. Tlxe Telegraplis section of the Posts and Telegraphs Department 
of India was run at a loss till recently because of the concession given to 
press telegrams. 
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such cases, strictly speaking, the consumers of one sort of 
services are taxed, of the other sort subsidized. From the 
one the State extorts a tax, on the other it confers a bene- 
fit However, due to the scarcity of material available' and 
the difficulty of assigning costs between various sections of 
a department, it is not possible to take this into account. We 
must, therefore, be content with the accounts of the de- 
partment as a whole. 

(i) Railways 

Railways are the most important of the commercial 
services run by the Government of India. When in 1924, 
railway finance was separated from general finance, a con- 
vention was agreed upon, whereby the railways were to 
contribute every year to the general revenues 1 per cent of 
the capital at charge of commercial lines plus l/5th of any 
surplus profits remaining after this payment. The loss on 
the working of the strategic lines was to be borne by gene- 
ral revenues. Any surplus remaining after this payment 
to general revenue was to be transferred to the Railway 
Reserve Fund, but if the amount available for the transfer 
exceeded in any year 3 crores, l/3rd of the excess was to 
go to general revenues. Thus, general revenues were to 
derive a benefit from State ownership of railways in three 
ways; — 

(a) Every year the general revenues were to receive 
1 per cent of the State capital invested in commercial lines 
This was a fixed charge irrespective of the state of railway 
finances. Obviously, this meant the policy of so fixing 
rates as at least to derive this much additional profit. 

(b) If a surplus was left after this charge, l/5th of it 
was to go to general revenues. This provision might ha%'e 
been inspired by the legitimate desire to share the extra- 
ordinary profits consequent on monopoly. But the mono- 
poly here, it must be remembered, is a State monopoly, and 
there is always the danger that with a view to benefit gene- 
ral revenues, railway rates might purposely be so fixed as 
to bring in extraordinary profits. In such a case, this clause 
Will be no less objectionable than the first, wdth this impor- 
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tant difference that the intentions even of the Government 
of India might not materialize and thus there may be -no 
payment under this clause. 

(c) Any surplus after paying the first two charges is 
to go to the Railway Reserve Fund. Rut if this is greater 
than three crores, only 2/3rd of the excess goes to the 
fund, the rest going to the general revenues. This clause 
is subject to the same objections as (b). 

From 1924-25 to 1930-31 there was no difficulty in 
meeting the fixed charge (a), and in some years even (b) 
and (c) clauses brought in handsome sums. During those 
years, the huge sum of Rs. 41.7 crores went in to the gene- 
ral revenues. But even in this period, the last two years 
were by no means happy ones. The small surplus realized 
in 1929-30 was not enough to meet the fixed contributions; 
in 1930-31, there was no surplus at all. The dues -were 
paid out of the Railway Reserve Fund. From 1931-32, the 
losses began to be huge, and the Railway Reserve Fund 
having been wiped out, there was no source from which to 
pay the fixed charge. This state continued upto 1936-37. 
After 1937-38, the situation began to improve and small 
surpluses began to be realized. By the year 1938-39, the 
railways had incurred a liability of 36i crores to general 
revenues. The world war that commenced in September 
1939 brought about a great increase in traffic, and a con- 
traction of other transport systems 'to an -embarrassing 
extent. The increase in railway traffic, that followed as a 
consequence, 'along with the increases in rates, improved 
unexpectedly the position of railway, finances. By 1942-43, 
tire "railways paid back;all past loans to general revenues, 
besides paying their fixed annual contributions. Rince ail 
past arrears were wiped' out, a continuance- of the conven- 
tion would have meant' under the war conditions an exces- 
sive accumulation in the'RailwayIReserve Fund and a- com- 
paratively meagre contribution to General Revenues. It 
,was decided in 1943 that the allocation of-railway surpluses 
should no longer be made on the basis of the old conven: 
tion, but it should be decided each year according ,to the 


14 
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lelative needs of the general revenues and the railways! 
For the year 1943-44 the relative importance of these 
needs was estimated at 3:1. The arrangements were again 
revised and for the years 1944-45 and 1945-46 the railways’ 
contribution was stabilized at Rs. .32 crores. 

The grave burden put on railway services in this way 
resembled closely a tax. But as to the exact classes among 
whom the tax should be allotted nothing certain can be 
said. In fixing railway rates, necessaries are charged spe- 
cially low, so that the consumers of those commodities pay 
no tax,^ Even within goods which are not necessaries, a 
preference may have been given in national interests to 
certain types of goods. Among the passengers also, only 
certain classes may be actually taxed, and the incidence 
of the tax will be different according as their travelling 
is for business purposes or for personal reasons only. In 
the former case there is a possibility that the tax may be 
shifted as a part of the business costs^to the consumers of 
those goods and services. 

(ii). Posts and Telegraphs 

Like the railways, the posts and telegraphs offices con- 
duct a variety of services® but most of them are" singularly 
imsuitable for taxation.® The services either like the post- 
card are such as are vastly used by the poor only, or they 
are services mostly reqmred in course of btisiness. It was, 
therefore, that the Government of India when commer- 
cializing the accounts of the Posts and Telegraphs Depart- 
ment decided that it should not be burdened with any pay- 
ments to the general revenue. The Government had to 
pay interest on any balances of the’ Department left with 
them, and vice versa. In 1940, however, rates were raised 
due to the war, and this being a distinct measure of taxa- 
tion, the extra revenues on this account were credited to 
the general revenues. In the later budgets there were 
further increases in rates whose' benefits also went to the 

1 When the railway rates were increased in 1040, foodgrains were 
.exempt. 

2 See Lutz, p. 242. 

3 Bastahle is opposed to this view. See p. 576. 
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treasury. Fortunately enough, from this rise in rates the 
post-card mostly used by the poor has been exempted. 
This rise in rates, so far as it pertained to business commu- 
nications, was just, for in the seller’s market that ensued 
in wartime business costs were no consideration in filing 
prices, and the incidence of the tax fell only on business- 
men, who were deriving greater incomes due to the war.' 
Among them, of course, the tax was by no means equitable, 
for the expenditure on telegrams and busmess communica- 
tions depends not on the net incomes of the businessmen, 
but on their gross incomes and the nature of their busi- 
ness. But for the general public there was no cause to com- 
plain except in so far as the services were directly used by 
them. 

(iii) Profits from Coinage, etc. 

These profits are incidental only, and cannot be classed 
as revenue.'' In 1945-46, these are expected to amoimt to 
Rs. 12 crores mainly due to the contribution of Es, 10 crores 
from the Reserve Bank owing to the large earnings it 
makes on its sterling securities and owing to the share- 
holders’ dividend being limited to 4% only. But in 1938-39, 

they amounted to 0.6 crores only. 

■) 

(iv) Irrigation 

Irrigation differs in many ways from the departments 
we have so far discussed. Its direct benefits are confined 
to a few; it helps the producer to increase his produce and 
his earnings. We do not, therefore, see anything wrong in 
charging the farmer a substantial part of his extra earnings 
due to irrigation. There is no reason why the State should 
only charge the farmers a price just enough to cover the 
cost and thus make an imderserved gift to him at public 
expenses. Care, of course, should be taken to see that 
farmers are in no case charged more than a certain part 

1 Tlie deliberate resort to the Printing Press mainly io Onance foreign 
purchases in India, that has cliaracterized the Government’s War policy, is 
not discussed here. 
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of the exits, produce due to irrigation. As it is, India is 
losing on the whole on her irrigation and navigation works."' 

(v) Forests 

Due to the fact that any investment in them brings a 
return in the long run only, and even more due to the need 
of properly preserving and protecting them in national 
interests, forests are regarded specially suitable objects 
for State enterprise. In accordance with these well^ecog- 
nized principles, the Governments in India manage many 
of the forests and derive some incidental profits from their 
ownership.® The prices of Government forest products 
compMe quite favourably with similar products produced 
b3’^ private enterprise. Profits from these cannot, therefore, 
be regarded as taxes. 

(vi) Electricity Schemes 

These mean a net loss® to' the Governments. There can, 
therefore, be no question of a tax elem'ent in' them. 

Thus, wth the exception of railways in India and the 
Posts and Telegraphs Department after the war, there is 
no tax element in the prices charged by the Government 
of India and the Provincial Governments. 

3. The foJIcrwiDff table shoTrs the profJtuhihty of JjrSgation and Naviga- 
tion to different Governments during 1938-39. 

% on Capital Outlay (c.\cluding interest charges) 


Government 

"'Irrigation 

Nasn^tion 

Total - 

Central 

—3.84 


— 3.84 

Jladras 

-1^0 68 

-5.04 

-PO.43 

Bombay 

-2.54 

. . . r - 

—2.54 

Bengal 

-2,94 

4,50 

—3.87 

*^1;. P. 

-t-2.28 


-4-2.28 

Pimj.ab 

-b8 SO 


+B.S9 

Bihar 

■-PI 46 


' 4-1.J6 

C. P. 4. Berar 

r - -3.50 


—3.59 _ 

N.-W. F. P. . . 

-PS 92 


+3.92 - 

Orissa . . 

-3.30 

—3.32 

— 3.30 

Sind . . 

—1.88 

. . . 

-1.88 

•2 Tbe Governments in. 3[ndta derived 
from forests durmg 1938-39. 

a net revenue of 67 lahhs of rupees 


3 In 1938-89, on the vliole, a loss of Rs. 9.6 lahhs -was made. 
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CHAPTER IX 

CALCULATIONS OF TAX BURDEN IN GREAT 
BRITAIN AND U.S.A. 

I— British Studies 

The importance of the question, “How much of his 
income does an average person belonging to a particular 
income group pay to the Government by way of taxa- 
tion?” was realized in England long ago. As early as 1756, 
an attempt was made to answer this question. ^ Since 
then, the subject has continued to exercise the attention 
of English economists.^ It was not till 1919, however, that 
its study was put on a scientific basis. In that year, with 
a view to furnish the facts, on the basis of wmch alone 
the very difficult problem of post-war Government finan- 
ces could be tackled, Sir Herbert Samuel tried to assess 
the burden of taxation on' different income groups in the 
year 1918-19.^ To show the changes brought about by 
the war, he took for comparison the last pre-war year, 
1913-14. In order that the whole problem might be viewr 
ed in a better perspective, he went back another decade, 
and selected the year 1903-4. 'Sir Samuel did his work 
so well, that this problem won official recognition in 1927.'’ 
At the same time that the Colwyn Committee was work- 
ing on this problem, Mr. David Jonfes was trying to bring 
upto date the calculations of Sir H. Samuel, ^ Though the 

1 “Calculations of Taxes for A Family of each Rank, Degree or Class 

for one Year” — Joseph Massie. ^ 

2 Six Buch attempts between 1833 and lOlS are enumerated, and the 

summary of their results given in Jones — ^The Nature and First Principles 
of Taxation, pp. 278-284. ' 

8 Taxation of the various Classes of -People, Journal of the Royal 
Statistical Society, March 1010, pp. 143-182. - . - - 

4 Report of the Committee on National Debt and Taxation, paras 218-^ 
255, and Appendix X in Appendices, pp. 48-04. . - „ , 

6 Pre-War and Post-War Taxation — ^Thc Journal of the Royal Statistical 
Society, 1927, pp. 085-718. 
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publication of the Committee’s Report took much of the 
ground off his feet, the difference in his method of approach 
was of importance. In 1930, because of the great changes 
in tax structure that took place after 1926, Mr, Sandral 
tried his hand at this problem. i In 1934, an attempt was 
made on behalf of the Swedish Government to work out 
the burden of taxation on various classes of the people in 
England.® The latest effort in this direction was made in 
1942, when at the request of the National Institute of 
Economic and Social Research and under its auspices, 
Messrs Shirras and Rostas made an estimate of the burden 
of British taxation in 1937-38 and 1941-42.® 

Due to the simplicity of the prevalent tax system, and 
because of the thoroughness with which the problem was 
handled. Sir Herbert’s address and the CoIw 3 m’ Committee 
Report remain the classics of the available literature on 
the measurement of tax burdens. 7010 other 'studies fol- 
low their method in the main, with a change here and 
there usually to suit varying conditions. We shall, there- 
fore, deal at length only with the first two, concerning 
omselves with later attempts only in so far as they in- 
troduce novel conceptions or lay down new methods to 
cope with new problems. As both in general method and 
in detail the Colwyn Committee followed faithfully Sir 
Samuel and in most of the cases adopted or only slightly^ 
modified his figures,"^ we shall take the two together. 

Tax Structiure in U. K. 

Before passing on to ' a detailed examination, it is, 
essential to bear in mind the chief sources of revenue in 
U.K. in the selected years: — ’ > - ' 

r ^ 

1 The Taxntion of Various Classes of the People, in "the Journal of the 
Xloyal Statistical Society, 1031, pp, 83-94. 

2 Referred to in Ursula Hicks “The Pihanee of Rritish GovcrmnentJ 
1920-3G,” p. 272. 

3 The Burden of British Taxation. - ■ - 

4 Report of the Committee on National Deht and Taxation, para 221. -v 
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Total Net Receipt. 




1918-14 

1918-19' 

1023-24‘ 1925-261 



(in thousands of £s.) . 


(a) Income Tax ' . -. 

• • • • 

43,002 

257,708 

271,433 

258.065 

(6) Super Tax . . 

» . • • 

8,839 

35,560 

, 

09,838 

(c) -Death Duties; 






■ Estate Duty 


21,649 

25,144 

49,805 

52,861 

Iiceacy and Succession duties, etc. 

5,517 

5,655 

7,752 

8,469 

(d) Stamp Duties 

• • * . 

9,083 

12,417 

21,599 

25,129 

(e) Inhabited House Duty 

« a * . 

-1,994 

1,859 

1,900 

28 

(/) Land Tax . . 


690 

043 

018 

678 

ig) Excess Profits Duty 

. • * ♦ 

, 

283,977 

—1,807 

• 2,383 

(h) Corporation Profits Tax 

• a 


, , 

23,451 

11,705 

(t) Land Value Duties 


785 

710 

200 

' 202 



87,809 

023,674 

430,717 

427,408 

Tea 

.. 

6,499 

10,054 

10,731 

5,780 

Sugar, etc. 

.a a a 

3,728 

28,098 

38,117 

19,371 

Other Foods 

• i a a 

1,078 

3,540 

2,680 

1,549 

Tobacco . . ... 

. . 

18,284 

40,202 

51,882 

53,497 

Spirits 

a a a a 

. 23,970 

,24.242, 

54,037 

49,928 

Beer 

a . 

' 18,635 

2^,424 

81,702 

82,403 

Wine 

a a a » 

1,152 

1,409 

3,369 

3,740 

Entertainments . . 

a a a a 

, 

7,520 

9,285 

5,714 

All other duties 

., 

7,255 

10,544 

18,678 

15,710 

Customs and Excise Duties 

a a a a 

75,227 

103,120 

205,481, 

287,704 


A — Sir H. Samuel and the Colwyn Committee 

The way, in 'which both the. studies calculated tHe 
burden of these taxes, is very instructive, and will "bear 
a piatient study.^ 

Inland Revenue Duties 

(a) and ,(b) Income Tax and Super Tax: The pro- 
blem of relating these to a person's income is simple, for 
if we rule out evasion, by their very definition and nature, 
their amount is determined by the income of the taxpayer.^ 
Nevertheless, even here, the complications to which our 

, _ -1 Tlio Committee on N-itional Debt and Taxation [selected these two 
years in addition to those chosen by Sir Herbert. 

. 2 Boththcsestudicsnssumcdtluitthetaxburdenwnsbomcasintendcd, 

i.e. that direct taxes were borne by the payer, and indirect taxes shifted to 
the consumers. ' 

3 This is only true of the general income tax levied in EngUsh-^caldng 
countries. On the continent, however, where the income lax consists of a 
scries of partial income taxes les-iedon different kinds of income at different 
rates, the sources of income of an income group will have to be taken into 
account. 
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growing concept of justice 'has led us, gave rise to some 
difficulties. For example, in U.K. in 1903-04, the tax was 
levied at a uniform rate of lid. per £ on all incomes, the 
only modification being in relation to the abatements at 
the lowest’ points in the scale. By 1925-26,’ so many com- 
plexities had been introduced in the income-tax laws, that 
for a very long range of incomes circumstances having 
nothing to do with income became the deciding factor in 
determining the amount of the tax. "Whether a person was 
in the blessed matrimonial stage, the number of children 
and dependent relatives he had, whether his wife was 
earning, whether and how much of his income he was 
making by personal exertions, and the life insurance premia 
that he paid — all these went to determine the income tax 
he had to pay, and in the lower ranges of income they had 
a greater influence than income itself. When calculating 
income tax burden on the various income groups, both the 
.studies ignored all minor modifications like life insurance 
premia; the’ earnings of the wife, the double income tax 
relief provisions, and the number of dependent relatives. 
They got over the difficulty of marriage and children allow- 
ances by assuming that every person was married and had 
three children under 16. For purposes of comparison, how- 
ever, they gave one side table each, to show how bachelors 
belonging to different income groups would be taxed. The 
other major factor, viz., earned income allowance could not 
be so easily, disposed of. Therefore, in -the table showing 
the final results, two alternative cases were taken. Sir Her- 
bert took the cases as (i) where income was wholly earned, 

I Thc tax that a person had to pay in 1925-20 was calculated in the 
following way : — ^Assessable Jncome= Actual Income — Earned Income Allow- 
ance (IfOth of the Earned Income, not exceeding £250). Exom tWs, to atiive 
at taxable income, various deductions had to be -made — a personal allowance 
of £225 for married persons and ofil35 for others,' a farther allowance upto 
£45 where the svife had earned income, an -allowance of '£00 for widower’s 
or widow’s housekeeper or for a widowed mother ofan unmarried person taking 
care of cluldren,'an allowance of £36 for the first cluld, provided the child 
was under 10, or continuing fuU-time education, an allowance of £25 for 
each subsequent child on the same basis, an allowanti! of £25'for each dependent 
relative incapacitated by old age of iraDimity etc. On the first £223 of taxable 
income, f the standard rate was to be charged, and on' the remainder tlie 
full standard tnte. From the sum so arrived at, deductions at the allowable 
rate had to be made on life insurance premia. . - 
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and- (ii) when it was entirely unearned; remarking that 
persons having partly earned and partly unearned incomes 
would have to pay an income tax lying somewhere between 
these two. The Colwyn Committee thought the second case 
rather unusual, and therefore took in its stead the instance 
of a person, having half earned and half unearned income. 

The super tax, first introduced in 1909-10, had no com- 
plications about it. Its rate was directly related to the in- 
come of the taxpayer, so that given the income of a tax- 
payer, the tax he had- to pay could at once be calculated. 

(c) Death Duties: — Even on the most favourable as- 
sumption about their incidence, viz., that they are borne by 
the deceased, and in their most favourable form, i.e., when 
the amount to be paid varies only according to the estate 
left by the deceased, the task of relating these to the tax- 
payer’s income is a difficult job. The tax is a capital tax 
levied at death; as a deferred tax on income, it varies ac- 
cording to the age of the estate, the history of its acquisition, 
the proportion of the earned to the unearned income of the 
deceased, the time of death, etc.^ Nonetheless the concep- 
tion of relating every tax to income having gained ground, 
a technique of measuring death duties was devised quite 
early. In a paper put before the Select Committee of the 
House of Commons m 1906, a method of treating their burden 
as equivalent to the annual life assiurance premium, which 
the individual would be charged if he took out a life policy 
to assure the capital sum required to pay his estate duty, 
Was“laid down. Both our studies followed this procedure, 
but the Colwyn Committee were more careful to point out 
its limitations. The method assumed that the estate exclud- 
ing the policy would remain the same at the time of the 
taxpayer's death as at the- time of his taking out a policy; 
the figures of the Estate Duly revealed that the estates 
usually increased after middle age. Another facile assump- 
tion was that the rates of the Death Duty would not change 
between the time when the policy was taken out and the 
taxpayer’s death; the rates o'f the’duty'bad changed thrice 
between 1909 and 1926. The Cohvyn Committee calculated- 


1 These have been discussed at length in Chapter IV. ' 
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the life insurance premium on the basis that a person took 
out his policy at 45, Sir Herbert Samuel proceeded on the 
assumption that he did so at 40. The Colwyn Committee, 
though working out two tables, according to whether the 
income Was wholly unearned, or half earned and half tm- 
earned, incorporated only the results of the second case in 
their final table; Sir Samuel tool^ only the first case. The 
investments were assumed by both to yield a 5 per cent 
interest. 

' While the burden imposed by the most important part 
of death duties could be thus calculated, the Legacy and 
Succession Duties, whose rates varied from 1 per cent to 
10 per cent according to the degree of relationship that the 
successor bore to the deceased, could not be convincingly 
dealt with. According to the Colwyn Committee, the inci- 
dence of these duties was intended to be, and was usually 
in fact, on the inheritor."' In any case, as the amoimt of the 
duties bore no direct relation to the estate of the deceased, 
their allocation was very difficult. At the same time, it 
was felt that the omission of these duties would be unfair 
to the propertied classes. A very rough procedure was, 
therefore, adopted. Each deceased was regarded as con- 
tributing to these duties in the same proportion as to the 
Estate Duty. , ^ - 

. (d) .Stamp Duties: The Stamp duties, though paid 

mainly ,by the middle and higher, classes, are, as we have 
seen, contributed to very unevenly by persons within thes^ 
classes. To strike an average was therefore thought mis- 
leading, and they were omitted in both the studies. . . 

(e) Inhabited House.Duty: The connection between a 

person’s income and his establishment expenditure, though 
varying widely with the individual factor, is sufficiently 
close to permit representative figures.- These figures were 
furnished to Sir Herbert by Dr. Stamp, who had made a 
very close study of this matter. By the Finance Act, 1924, 
the duty was abolished. - - 

(f) — (i) Land Taxation etc.: These duties were not 
taken into consideration by both the studies for obvious 


1 Report of the Committee on National Debt and Taxation, para 401. 
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reasons. The Land Tax has been redeemed in many cases, 
and is, therefore, a decreasing source of revenue. More- 
over, most of it had been capitalized, so that by the begin- 
ning of the 20th century it had practically ceased to be a 
tax. The Excess Profits Duty, though a great revenue-pro- 
ducer while it lasetd, was an avowedly temporary war 
measure, its allocation among income groups being impos- 
sible. Taking these factors into consideration, Sir Herbert 
omitted this. The duty was abolished in 1921, so that the 
Colwyn Conunitte had not to worry about it. The Cor- 
poration Profits Tax, levied in 1920 at 5 per cent on all cor- 
poration profits, was reduced to 2i per cent in 1923, and 
abolished in 1924. It thus existed only m one out of the 
five selected years. As the income a person derives ‘from 
corporations varies widely within the same income-group, 
the tax could not be brought into any definite i-elation with 
the individual's income,, and had to be let alone. The Land 
Values Duties levied under the Finance Act, 1910, were an 
attempt to tax future unearned increments, and were abo- 
lished in 1920.1 By their very nature, they did not admit 
of any relation to income. 

In addition to all these items left out, there is one more 
item omitted, which is not acknowledged, viz., the tax on 
reserves of companies, public and private, amounting to 
about £54.8 million in 1922-23.® This is considered as a part 
of the income fax and not shown separately. Since income 
from shares does not bear any definite proportion to the 
total income of individuals belonging to the same income- 
group, and since the proportion of reserves to distributed 
profits varies widely from one company to another, this 
item had to be omitted. 

Customs and Excise Duties 

Unlike the Death Duties there is no logical difficulty in 
expressing these taxes as a percentage of income, since they 
lay a regular burden on the taxpayers. The burden, how- 
ever, depends on their consumption of dutiable goods, and 

U Vide Chapter VI. 

2 Report of the Committee on Notional Debt and Taxation, 'pora S8S. 
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to a large extent varies independently of the size of income. 

Family Consumption: The first problem in this case.is 
to find out the amount of each dutiable article consumed by 
the representative persons of the various income-groups. 
The best way of obtaining this is from a collection or col- 
lections of household budgets. But often the required in- 
formation is not available in these budgets. Various sur- 
mises and deductions have, then, to be made. With regard 
to tea and sugar, both Sir Herbert and the Colwyn Com- 
mittee found the budget data satisfactory. But in the case 
of tobacco, alcohol and many other small items, they found 
that the available budgets did not help them much, and 
they had to fall back on less satisfactory substitutes. 

Budget Studies: At the time Sir Samuel wrote, three 
main inquiries mto family income and expenditure had 
been made in U. K.r 

ti) The Board of Trade had collected 1944 working class 
budgets-in 1904 from towns distributed throughout the U.K. 
One of the years that Sir Samuel selected coincided with 
this period; A great time had lapsed between this year and 
his other selected years, and a still greater time between 
1904 and the Cohvyn Committee’s two additional choices. 
But as no equally comprehensive enquiry into family 
budgets had been undertaken after 1904, and as the work- 
ing classes are markedly conservative in their habits, these 
budgets were mainly used in all calculations by both the 
studies. 

(li) In 1908, the Board of Inland Revenue, then also 
responsible for Excise, collected particulars relating to the 
consumption of dutiable articles mth regard to 225 work- 
mg class families in rural districts. These formed a valu- 
able corrective to the Board of Trade budgets, which had 
been collected from towns only. At the lower income 
groups of £50 and £100, they were’ assigned an equal 
status with the 1904 budgets For the income-group of 
£150, since this inquiry included only a few families (12), 
they had to be relegated to the background. 

(iii) The Treasury Committee on the Costs of Living 
of the Working Classes collected in 1918 statistics relating 
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to 1306 families. The figures furnished by them were 
related not to income, but to broad divisions of occupa- 
tions, viz., (Unskilled workers, semi-skilled workers, skilled 
workers ahd clerks. However, Sir Herbert was informed 
that the categoiry of the skilled workers corresponded to 
an income of £200 and that of the unskilled to £150 in- 
come-group, and in ascertaining the consumption of frivo 
main taxable commodities, viz., tea and 'sugar for 1918-19, 
Sir Samuel relied chiefly on these figures In the last 
months of 1918-19 after his address had been delivered, 
there was a large increase in the consumption of these two 
commodities. The Colwyn Committee did not, therefore, 
accept these estimates, and worked forward from 1904 
budgets. 

In 'addition to these three sources of information the 
Colwyn Committee were supplied with 600-700 household 
expenditure budgets collected in 1921 from families with 
incomes ranging between £300- £1500. These, it seems, 
were not used by the Committee. 

Difficulties in Calculating Tea and Sugar Consumption: 
Armed with these data, Sir Herbert and the Committee 
forged their way ahead, but the path was not smooth. 
The classification followed in the Board of Trade Budgets 
regarding income-groups was not the same as they want- 
ed; the number of persons per family in the various groups 
was different. The results of the budgets, therefore, had 
to be modified. The figures of consumption of the wage 
group nearest to the required income-group were taken, 
and an approximate allowance for the change in income 
and in the size of the family which was uniformly fixed 
at 5 — two adults and three children — was made. The 
highest income-group that the Board of Trade Budgets 
covered was £150; but in .Sir Herbert’s opinion the maxi- 
mum consumption of tea or sugar .was reached at £200.'' 
To arrive at the tea consumption of .an average person of 
this group, he deducted from the total tea consumption 

^ 1 Tlxc Cohyyn Comnuttcc, fio\tevet, thought thfttthe highest tea con- 

sumption vns tcached at £150 — Appendicefi, p. 49. 
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the consumption by persons below £150, and divided the 
result by the number of persons earning more than £150. 
For the sugar consumption of the iircome-group £.200, he 
relied on an estimate of the Board of Customs and Excises."* 
One minor difficulty still remained; the figures of sugau 
consumption obtained from household budgets denoted 
only sugar used in home preparations. They did not in- 
clude sugar consumed in syrup, jam, marmalade, etc. It 
was revealed by the 1904 budgets that the expenditure of 
various income-groups on these items bore a nearly con- 
stant ratio to their expenditure on sugar. The amount of 
additional sugar consumed in syrup, etc., was thought to 
be in about the same proportion as expenditure on these 
items. From these two facts, a method of finding out the 
sugar consumption of the representative families of various 
income-groups by way of these market preparations was 
evolved. The national household sugar consumption 
arrived at from the family budgets was deducted from the 
recorded sugar consumption of the whole nation; the 
result gave the total sugar consumption through market 
sugar preparations. The percentage of this to the total 
home sugar consumption was calculated, and a propor- 
tionate addition was made to the home sugar consumption 
of the standard family of each income-group. 

Consumption in Different Years: Having obtained 
the consumption of various income-groups ordinarily for 
1904, they had to consider some method to find out family 
consumption in the other years they had selected. Fortu- 
nately, they had the figures of total national consumption 
of these commodities in various years. Their only problem 
was the assignment of these among the various income- 
groups._ For this, they took into consideration (a) changes 
in real wages effected in the intervening period, and (b) 
changes in the retail price of the taxed article. If these 
two had not substantially changed, the percentage change 
in the consumption of each income-group was taken to be 

1 The method adopted in getting tea consumption of the income group 
of £200 and above could he applied, here, because the budgets could not 
famish total sugar consumption of the srorking class. 
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equal to that in the total national consumption. Where 
they had changed considerably as in the years after the 
war, recourse had to bo taken to reasonable surmises. For 
pcst-war years, duo to a great rise in money wages, the 
£50 income-group tvas dropped; and the income-group, 
whore maximum tea and sugar consumption was reached, 
was taken to bo £500 and above.’ 

Duties paid on Tea and Sugar: The consumption of 
tea and sugar of standard families belonging to various in- 
come-groups in the selected years having thus been work- 
ed out, the next step of calculating the duty paid by them 
was easy. Throughout tlic period Sir Herbert took, the 
duty on both these commodities was a uniform specific 
duty levied per lb. The question of measuring the burden, 
that these taxes placed on each income-group, reduced it- 
self to a working out of the rule of three. Tiie Colwyn 
Committee, however, were faced with a more difficult task. 
By 1923-24, Imperial Preference had been introduced, and 
rebates were given on Empire tea and sugar. Three alter- 
natives were open to the Colwyn Committee; — (i) to 
assume that the higher rates of duty were shifted to the 
foreign exporters/ and calculate the tax burden as if the 
entire commodity was taxed at the lower rate only; (ii) to 
assume that the price of the taxed commodity was raised 
by the higher tax rate, and to treat the whole price rise as 
incidence; and (iii) while recognizing that the price of the 
commodity was likely to increase by the full rate of the 
higher tax, to hold steadfast to the meaning of "incidence” 
as wc have defined in Chapter II, and exclude that part of 
the price rise which would go to the Empire producers. 
This could be done by taking the entire tax proceeds from 
the commodity, finding out what percentage it formed of 
the total money value of the commodity, and treat the 
result as a tmiform tax rate on the entire amount of the 
commodity. The 'Colwyn Committee adopted the last 
alternative. 

1 For tea, lioTvcvcr, the Col^^•^•n Committee stopped at £200 and above 
group. — Appendices, pp. 40-50. ' , 
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With regard to the duties on molasses, glucose and 
saccharine, the Cohvyn Committee credited every fanuly 
with an equal amount; Sir Samuel ignored these duties. - 

Tobacco and Alcohol: As regards both of these, no 
consumption statistics were available either in the 1904- or^ 
1918 budgets. The 1908 Excise Inquiry did cover expen- 
diture in these directions;, but the number of families 
taken was too small to make its results reliable. Both 
smoking and drinMng are matters of individual idiosyn- 
crasy; the expenditure on them varies widely within the 
same income-group. This made the task of the authors 
doubly difficult, and taxed all their ingenuity. 

With regard to tobacco consumption, Sir Herbert 
relied on an- estimate made speculatively by the Board of 
Customs and Excise for 1914-15. But as the duty was 
originally assessed on raw leaf, and the amount of tobaccq 
obtained from a given quantity of raw leaf varied-tvith the 
moisture It contained, finding out the duty paid -by dif- 
ferent incomergroups was even then difficult. Sir Herbert 
was lucky enough to. get •from one Mr. Reade a rough 
estimate of the rate of duty on retail 'tobacco usually con- 
sumed by the working classes. As the higher varieties of 
tobacco consumed by the middle and higher classes con- 
tain less moisture, a~small addition to this rate was made 
in their case. ' Matches, are mostly consumed by smokers 
and in the same proportion as tobacco; every Januljf- was 
therefore taken to have contributed by way of.match-taxa- 
tion the same ratio to the -total match tax as that borne by 
its tobacco tax to the total proceeds from tobacco duty. 

The Colwyn Committee took as, their starting point an 
estimate given to them for the year 1925 by an individual 
with an expert knowledge, who had , collected data for 
that purpose from some areas. >The estimate -related only 
to £200 income-group, so that for. other points on the in- 
come scales,"* consumption and the rate of the duty home 

1 It is essential to bear in nund here, that 'wluleSir Herbert considered 
tliat~tbe 'maxnmini tobacco duty '■was teacbed at £200 income group, the 
pjlwyn Committee put it much higher — £5,000 for pre-war years and £10,000 
for the post-war period. 
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had to be inferred on general consideration. With regard 
to the match tax, they adopted the same method as that 
of Sir Samuel. From the figures of 1923-24 and 1925-26 
thus arrived at, they worked back to the other years they 
had selected. 

The alcohol problem presented even graver difficulties. 
The only detailed investigation as regards its consumption 
was that made by Messrs. Joseph Rowntree and Arthur 
Sherwell in 1898. For the purposes of their book, “The 
Temperance Problem and Social Reform,” they had made 
special inquiries in over 10,000 households, and on the 
basis of these as well as other collateral evidence, they 
had come to the conclusion that the average working class 
family spent not less than 6d. a week on alcoholic liquor. 
From this starting point. Sir Bernard Mallet assisted by 
experienced Excise officials had made very careful inqui- 
ries, and after a number of elaborate calculations— because 
alcohol duty depends on the character and alcoholic 
strength of different kinds of liquor— had arrived at duties 
paid by the working family, the lower middle class and 
the income-tax paying class. For allocation among the 
greater sub-divisions of population that Sir Herbert took, 
no data were available, and arbitrary allotments had to 
be made in the light of the general prevailing conditions. 

The Colwyn Committee indulged even more in the 
cobweb of guesswork. In addition to Sir Samuel’s re- 
somces, they had on their hands the middle class family 
budgets referred to earlier, and also 319 returns of alcohol 
consumption from members of the National Co-operative 
Men’s Guild. But they could not see their way to rely on 
any one of these. They, therefore, fell back upon certain 
known data, viz., total consumption of spirits, beer and 
wine, the duty on each, and the approximate number of 
adult population, male and female, and on this slender 
basis built up a very complicated structure.'' 

1 Tliey arrived flrst at tlie consumption of alcohol by tliree broad 
divisions of people viz. persons -with incomes upto £200, persons -with incomes 
betivecn £200 — 500, and those -with incomes above £500. On two hypotheses 
16 
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^ IVIiscellaneous Items: Other smaller taxes like those 
on coffee, cocoa and chicory, dried fruits, patent medicines, 
table water and entertainments (levied in 1916-17) v/ere 
allotted on a rough basis. Sir Samuel took the consump- 
tion of coffee, cocoa, and dried fruits from 1904 budgets; 
the consumption of other commodities was arrived at on 
general considerations. The total proceeds from these 
duties were roughly allocated between the various income- 
groups on the basis of these consumption figures. The 
Colwyn Committee followed this example except in the 
case of Entertainments Duty, where they hazarded sepa- 
rate estimates. 

Post Office Receipts 

Sir Samuel treated the net post office receipts as a tax. 
Earlier, Sir B. Mallet had estimated that the income tax 
paying class contributed 13/18ths of the net post office 
revenue. On this basis, Sir Herbert allocated arbitrarily 
this tax among his various sub-groups. The Colwyn Com- 
mittee refused even to analyse the post office receipts on a 
technical ground, viz., that they were officially classified as 
non-tax revenue and therefore outside the scope of their 
enquiry. 

B — Study by IVIr. Jones 
(i^ Tobacco and Alcohol Consumption 

Mr. Jones, who read his paper before the Royal Statis- 
hcal Society, followed for the most part the method of his 

Cantd, from p, SS5. 

{i'j that ttie percentage of abstainers, male and female, remained tbe same 
•OTtbin alt tbe three income groups and (tt) that the jtercentage of abstainers 
varied ■with the income group — with a common assumption regarding tbe 
ratio of consumption of each class of liquor by females to that of males, — 
and four sub-hypotbeses vrithin each main hypothesis as to the ratio for each 
class of drinh between tbe average consumption of tbe males of one group 
to tbat of males of other income groups, they arrived at eight diCerent results, 
representing figures of consumption of each income group. Since the duty 
on beer varies according to its strength, and on -wine according to its type, 
^Iferenl rates of duties had to be assumed for different groups on a considera- 
tion of the habits of those classes. Thus, eight different amounts of duty 
•were obtained for each of the three broad income groups. Prom these, on 
practical and statistical considerations, one amount was arrived at for each 
income group. The further finding out of the duty paid by 10 different 
groups, which the Committee took for their purpose, had to he done on a 
speculative b.asis. 
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predecessors, introducing slight Tnodiiications to suit 
changed conditions and his greater regard for details. ■> 
But he naade three important changes. He regarded the 
method adopted -both by Sir Herbert and the Colwyn 
Committee of taking the average figures of tobacco and 
alcohol consumption for various income classes as funda- 
mentally wrong. He argued that in such cases, where 
consumption within the same income group varied asto- 
nishingly with different individuals, to try to strike a 
balance by the average process was a dangerous course. It 
gave a misleading impression of the burden of taxation 
borne by various classes of people, and was a false guide 
to tax policies. If a person spent an imreasonably great 
proportion of his income on such items, and in consequence 
found that he had to pay an unduly large proportion of 
his income in taxation, he had only himself to blame. 
Mr. Jones, therefore, dmded each income group into five 
groups with regard to their tobacco and alcohol consump- 
tion, A to E — representing complete abstinence, E the 
height of drunkenness. He worked out the taxation 
figures for each of these groups of every income class.2 

(ii) Changes in Earning 

There was also another major change that Mr, Jones 
made. Both Sir Herbert and the Colwyn Committee had, 
for purposes of comparison, asked themselves only the 
question what a representative person of a certain income 
group would pay by way of taxation in the different years 
they had selected. Por them, the change in wages brought 
about by the passage of time in their initial income groups 
did not matter. Mr, Jones, however, concerning himself 
with the comparison of post-war taxation with pre-war 
taxation, took into account the change in wages brought 
about by the war. He did not simply ask how much per- 

1 Both our earlier studies had relegated the duties on coffee, cocoa, 
chicory, currants and raisins to a hetrogenous group of other duties. Since 
figures of their consumption iverc given in 1004 budgets, Mr. Jones treated 
them on the same basis os tea and sugar duties. — ^The Journal of the Royal 
Statistical Society, (1027), p. 002. 

2 Ibid., pp. 087-0. 
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centage of his income a person earning £100 (fo take up 
one of his income groups) paid by way of taxes in the 
years 1913-14 and 1925-26, He found out the tax burden 
on a person earning 21s. 4id. per week in the pre-war 
period (i,e., about £55 per annum), and compared it with 
the tax burden borne by him in 1925-26, when he was 
likely to earn £100 because of wage rise.i 

(iii) Measurements of Benefits 

There was one more new idea which Mr. Jones intro- 
duced, viz., that of the measurement of benefits received 
by various groups from Government expenditiure, Thi^ 
idea, though not a part of the study of incidence, is so inti- 
mately connected with it, that no wise tax policy can bd 
arrived at without giving it proper thought. Sir Samuel 
had excluded this question because of the great difficulties 
of the subject and because it was beyond the scope of his 
enquiry.^ The Colwyn Committee had shown a greater 
grasp of the problem, insofar as they had deferred passing 
judgment on the existing distribution of taxes without tak- 
ing into consideration the direction of Government expen- 
diture.® It was left to Mr. Jones to try to measure the bene- 
fit of Government services'* and thus furnish data for a 
more enlightened judgment. 

C.—Mr. Sandral’s Study 
(i) Inclusion of Stamp Duties 

Mr. SandraTs analysis of tax burdens differed from 
earlier studies in only two important points. He held that 
to ignore stamp duties, which produced £12 millions even 
in 1918-19 and more than double that amount in 1925-26 
and 1930-31,5 as the three earlier studies had done, was to 
vitiate the final picture. He, therefore, decided to include 
them. But there being no data for their allocation, he had 

1 The Journal of the Koyal Statistical Society, (1927), p. 091. 

2 Jbul., 1919, p. 151. 

3 E^ort, para 220. 

4 Journal of the Royal Statistical Society, 1927, pp, 707-710, 

5 jrw<r., 1931, p. 84. 
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to resort to some arbitrary method. He thought of three 
alternative assumptions: (i) that each person contributed 
equally to these duties in the same way as he contributed 
to income tax and super tax, (ii) that every person paying 
income tax contributed equally to these duties, and (iii) 
that every income-tax paying class bore the burden of these 
duties proportionate to its total income. The first method, 
he thought, exaggerated much the burden on higher in- 
comes, the second seriously underestimated it. He there- 
fore, chose the last alternative. ^ 

(ii) Problem of Differential Duties 

The other important point, on which he ranged him- 
self against his two predecessors, the Colwyn Committee 
and Mr. Jones, ^ was regarding the burden of differential 
dxities. He calculated the incidence of such duties on con- 
sumers, as if the higher rates of duty were levied on the 
entire amount of the commodity.® 

(iii) Luxury Taxes 

The changes in the tax structure that had taken place 
after the making of the earlier studies presented a difficult 
problem to Mr. Sandral. In 1930-31 there were many 
taxes on luxuries, e.g., taxes on petrol, silk, artificial silk, 
motor cars, etc. The 1904 budgets being confined to the 
v/orking classes supplied no data regarding the consump- 
tion of these commodities. Mr. Jones cut this Gordian knot 
by assuming that taxes on motor cars and petrol were paid 
by the income-tax paying classes in proportion to their 
income (the way in which he treated the stamp duties), 
and that the other Mckenna Duties and the silk and rayon 
duties were spread over the community proportionately to 
the tax burden on alcohol and tobacco.*^ 


1 Journal of tUc Royal Statistical Society, (1031), p. 87. 

2 Sir Samuel had no such problem, ns in his years there rras no Empire 
preference. 

8 Journal of the Royal Statistical Society, 1031, p. 80. 

4 J6W.,,p. 80. 
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D. ■ Swedish Study 

The estimate made for the Swedish Government ’ is 
on a somewhat different basis from others. Broadly, 
speaking it represented the emergency tax structure of 
1931, but without death duties. The more important differ- 
ence between this and the previous studies is the inclusion 
of local rates in its estimates. 

E — Shirras’ and Rostas’ Study 

This study was planned mainly to bring up-to-date the 
estimates of previous enquiries. But in attempting to 
carry out the plan, because of the complication of the 
modern tax structure introduced mainly in thirties, the 
authors had to face new problems, and had to evolve new 
methods to tackle them. The large increase in rates of 
direct taxation- brought to light a grave mistake committed 
in the original calculations regarding death duties, and this 
had to be corrected. In addition, the various budget studies 
made in the last decade in England and other available^ 
data provided new valuable information. These make the 
study novel in many respects. 

(a) Death Duties 

The assumption made in all earlier studies in calcu- 
lating the burden of estate duties had been that the 
deceased had saved enough during their lifetime to leave 
to their successors after estate taxation the same amount 
of estate as they had themselves inherited. It would have 
been more scientific to find out what exactly the savings of 
different property-owners were, and calculate estate duties 
on this basis. But no such figures being available, this 
assumption seemed the simplest, and was adopted, Messrs. 
Shirras and Rostas, calculating the burden of Estate Duties 
for 1937-38 and 1941-42 on this basis, found that at a certain 
income level this assumption broke down, because the 

X In -the absence of an English Tcnderinj; of this work, -wc have relied 
on the account of Mrs. Hicks, •‘llic Finance of British Government, 1020-30’' 
p. 2T2. 
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combined burden of income tax, surtax and death duties 
amounted to more than 100%.'' It was only, then, that hard 
thought was devoted to finding out an alternative methods, 
Mr. Nicholas Kaldor of the London School of Economics 
suggested a way out-— the adoption of the “annuity” 
method. According to it, the burden of estate duties = 
the present value of the income tax, surtax and death 
duties that the estate would have to pay now — the present 
worth of all future income and surtax payments that the 
estate would have paid in absence of death duties. The 
fact that death duties were levied meant that if no net 
savings were made during the lifetime of the deceased or 
if the savings were less than enough to pay death duties, 
a part of the estate would have to be sold and the remaining 
would contribute less by way of income tax and surtax in 
future. The earlier methods of calculating death duties, 
where no allowance was made for any reduction in the 
value of the estate, overestimated their burden except in 
the special case where enough was saved during lifetime 
to keep the estate intact at death. The percentage burden 
on the unearned income from the estate was the same as 
that on the total value of the estate. The burden, calculat- 
ed on the assumption of zero net savings by property- 
owners, was called the Minimum Burden of Death Duties. 
Mr. Kaldor also made another calculation on a different 
assumption regarding savings, viz., that all possible efforts 
were made by the estateowners to save an amount suffi- 
cient to maintain the net income of the estate constant 
over successive generations. At the lower ranges of un- 
earned income, where this was possible, this second as- 
sumption was the same as that made by the Colwyn 
Committee. But in the higher ranges of income, where 
any effort to keep the capital intact would have meant a 

1 E. G. the annual burden of death duties on investment income 6f 
£30,000 rvas 108.1% in 1041-42: The Burden of British Taxation, p. 77. 

A similar result had been obtained by Mr. Sandral regarding tlie total tax 
burden on £50,000 incomes (Vide xVppendix J), but he had paid no heed 
to this. 
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net income smaller than that obtained from less savings, 
the assumption made was that savings made out of annual 
income were equal to savings on “optimum” estates i.e., 
estates out of whose income it was just possible to save at 
annual rate in such a way that the accumulated savings 
were sufficient to pay death duties. 

This new method of calculating the burden of Estate 
Duties brought into greater prominence a number of as- 
sumptions on which the burden of death duties was cal- 
culated. Some of these have already been seen earlier 
in this chapter; but in addition, the new method rested on 
two further assumptions, viz., that the rates of income tax, 
super tax and death duties would continue ad infinitum as 
before, and that every time the estate would be inherited 
by a single person. ■> 

In addition to this fundamental change in the method 
of calculating Estate Duties, Mr. Kaldor also refined some 
other earlier assumptions to bring them in greater con- 
formity with reality. EG. the Colwyn Committee had 
assumed arbitrarily that every property-owner took out 
an insurance policy at the age of 45. Mr. Kaldor, pro- 
ceeding on the scientific basis that the age chosen must be 
such as to provide an expectation of life corresponding ta 
the average length of a generation, put this age at 38. Tn 
earlier studies, taking out of an insurance policy was 
thought of as the only method for providing for death 
duties. In cases where the income is not subject to the 
full standard rate of income tax, direct accumulation is 
more profitable than taking out an insurance policy; in 
these cases, therefore, the burden was calculated by 
Mr. Kaldor on direct accumulation method. In accordance 
with cheaper money prevalent now, the rate of interest 
was taken to be lower, viz., i%. Slight changes were also 

_ _ 1 This assumjjtion, though rather far from reality, docs not much 
vitiate the conclusions Because it affects only the amount of death duties 
p.iid two generations t.c. C2 years hence. — Shirras and Rostas, pp. OO-as.' 
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introduced in computing the burden of Legacy and Suc- 
cession Duties; but these do not concern us here. 

(b) Greater Comprehensiveness 

Generally, a tax is taken to exclude all contributions, 
whether voluntary or compulsory, which have a quid- 
pro quo basis. This study by Shirras and Rostas took into 
account all compulsory contributions with or without 
corresponding benefits, and all possible methods were uti- 
lized to allot these. The result was that items like Social 
Insurance were also allocated among various income 
groups. In addition, duties like Stamp Tax, Motor 
Vehicle Taxation, etc. were scientifically assigned for 
the first time by dividing them into taxes on pro- 
duction in general, and taxes on personal incomes. Taxes 
on production and on businesses, and the purchase tax 
(levied during the war) were allocated among various 
income groups according to their expenditure on broad 
categories of income like foodstuffs, goods, services, etc. 
Only two major taxes were excluded, viz., local rates, as 
there were no sufficient data on the basis of which these 
could be allotted, and business taxes as there was no pos- 
sibility of assigning these among individual incomes. The 
burden of the undistributed profits tax’’ was calculated 
on the assvunptions that persons belonging to the same 
income-groups derived equal proportions of income from, 
companies and that aU companies kept the same ratio of 
distributed to undistributed profits. Since in this connec- 
tion the rights that a person had in the reserves of the 
companies in which he held shares were considered as a 
part of his income, the burden of this tax had to be related 
not to statutory but to "imputed” incomes, i.e., statutory 
income plus the income in the form of company reserves. 

A side table was constructed to show the tax burden (in- 
cluding that of imdistributed profits tax) on the imputed 
incomes. The burden was not however included in the 
final tables. The study was able to cover 82% of compul- 

1. In 1041-42 in addition to tWs tax there was the N. D. C. and the 
E. P, D. No. effort was made to calculate their burden. 
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sory contributions in 1937-28 and 70% in 1941-42. On the 
definitions and methods of the Colwyn Committee only 
52%) of all compulsory contributions would have been 
covered, ^ , 

(c) Avoidable and Unavoidable Tax Burden 

Another new concept that this study introduced wds 
that of dividing taxes into two main categories — ‘Unavoid- 
able and avoidable. Unavoidable taxes are those, whose pay- 
ment can be hardly avoided like income tax, super tax, em- 
ployees’ insurance contributions, taxes on essential commo- 
dities like sugar, tea, wheat, coal, postal services, etc. and 
death duties.'' Duties paid on consumption of unessential 
goods like tobacco, alcoholic drinks, entertainments, etc., 
are “avoidable.” The calculations regarding unavoidable 
burden are accurate and more representative, and were 
therefore made for different sizes of the family. The 
avoidable tax burden figures are more speculative, and 
wide deviations from it were possible in individual cases. 
Hence, no different calculations were made in their case 
for different sizes of the family; in their case all calcula- 
tions pertained to the standard tax-paying family, hus- 
band, wfe and two children. In case of all commodities, 
where wide individual variations were possible, a mode- 
rate amount of consumption was assumed. 

11— Studies in U.S.A. 

The importance of the problem of the measurement of 
tax burdens on various classes of people has not remained 
unrealized in U.S.A. Apart from the studies on. the inci- 
dence of individual taxes, in which U.S.A. abounds, there 
have been four studies on the burden of the tax system as 
a whole — ^two for the New York State,® one for New York 

1 It is surprising that -wlxile in the definition of unavoidable taxes , 
death, duties were included (p. 19), in the calculation of unavoidable fax 
burden these were excluded (pp. 39-50). 

2 Report of the Xew York State Coimnission for the Revision of Tax 
Laws (1932), pp. 93-100, and Jbid, (1933), pp. 21-23. 
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and Illinois,'' and one for the whole of U.S.A. The first 
two studies were designed more to indicate the difficulties 
of the problem rather than to measure the actual tax 
burden; the fourth attempts to assess the burden on a 
particular income group (viz. $2500) only and omits fede- 
ral taxes.2 We shall, therefore, confine our attention to the 
third study. 

Their Complexity 

Before proceeding with an examination of this study, 
in fairness to it, it is essential to remember the complexity 
and sometimes even the idiosyncracy of the American tax 
structure. The tax system in U.S.A. permits many devices 
by the taxpayer to decrease his tax liability. This, coupled 
with the prevalence of many taxes whose incidence is un- 
certain, compels the incidence studies to adopt different 
alternative hypotheses. Moreover, the wide prevalence of 
taxes like the sales tax,® the corporation tax, and the 
greatly defective property tax"’^ force the studies to have 
different estimates for persons earning the same income in 
different ways. We should not, therefore expect in Ame- 
rican studies the thoroughness and the convincing simpli- 
city that we have met with in British works. 


1 Estimate of the Tax Burden on Different Income Classes — Mabel 
Newcomer in Studies in Current Tax Problems (The Twentieth Century 
iPund), pp. 1 — 52. 

2 liConard — ^The Direct Tax Burden on Low Income Crops. 

3 Since the farmer consumes a part of his farm produce, he pays less 
tax in proportion to his consumption. 

4 These defects were threefold Porm of the'tax: — The tax is in 
some states levied on realty only, ns in New York State; in some it is levied 
on all property includinf! intangibles. (6) The defects of administration, 
some of them easily curable, others almost incurable : Tlie ratio of assessed 
property value to actual property value varies astonishingly even in the same 
state with different forms of property (realty, personal tangibles, and intangi- 
bles), the size of property (big or small), and the situation (urban or rurrd). 
(c) Iidierent defects : Even when there is a uniform property tax on all 
forms of property and the assessment is perfect, property valuations do not 
always represent capitalized net income from it, e.g. with small businesses 
and with farm property, ^■Bluc of property is far more. See Taxation Issues, 
Kendrick, pp. 40-78, Iceland — “The General Property Tax” in Fagan and 
Macy — Public Finance, pp. 277-295. 
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Newcomer’s Study 

Mabel Newcomer, attempting to assess the total tax 
burden, federal. State and local, in New York and Illinois 
in 1934, took ten different groups: three farmers earning 
$500, $1000 and $2000 respectively, two wage earners 
earning $1000 and $2000, two salaried workers with in- 
comes $5000 and $20,000, a merchant making $5000 and 
two corporation officials with $100,000 and 1 million 
dollars.’ She had also to assume the different sources 
from which the representative person of each group deriv- 
ed his income. For the sources of incomes of groups 
earning 20,000 and over, she relied on the Statistics of 
Income of 1934.® Persons with income from corporations 
were assumed to have bought stock only of domestic manu- 
facturing corporations, so that special taxes on other types 
of corporations could be -omitted. The amount spent and 
saved by these groups were obtained from “America’s 
Capacity to Consume’’3 and the details of expenditure 
were suggested by various existing budget studies.'*- With 
her many other assumptions and detailed calculations, we 
are not concerned here, except for her interesting treat- 
ment of Customs’ Duties, which were disposed of on the 
assumption that each consumer’s share to them was in 
proportion to his expenditure on tangible personalty.® 
Miss Newcomer was fuUy aware of the questionability of 
this ass\unption, as only a small part of the consumer's 
purchases consisted of products from foreign countries, and 
the rates of taxes on imported products varied. But since 
there was no possibility of more definite calculations some 
assumptions had to be resorted to, and she thought that 
this assumption was, under the circumstances, most 
reasonable.® 

1 Studies in Current Tax Problems, p. 4. 
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Basic Assumptions 

The basic assumptions on which tax estimates were, 
based 1 are of greater moment to us, as illustrative of the 
way in which the complications created by a complex tax 
structure can be tackled. 

(i) Income Tax: The American income tax, in addi- 
tion to the complexities of the English income tax, has one 
more complication, viz. that it is left to the option of the 
taxpayer to file a joint return for himself and his wfe or 
a separate return.® Though for a salaried worker of 
$5000, the filing of separate returns will make little dif- 
ference to the amount of income tax to be paid, for workers 
with higher incomes and for other groups the difference is 
appreciable. Therefore, for these groups two alternative 
estimates were made, one on' the basis of joint returns in 
series I to TV, and the other on the basis of separate re- 
turns in series V. The incidence of this tax was assumed 
throughout to be on the taxpayer.® 

(ii) Death and Gift Taxes: The incidence of estate 
and inheritance taxes was supposed to be on the deceasedj 
and was calculated in the same way as in the earlier Eng- 
lish studies. To allow for the evasion of death duties 
through liberal gifts during lifetime, two assumptions were 
made — (a) that the taxpayers other than $5000 salaried 
worker would, rather than pay more tax, risk division of 
property with their wives, and make substantial gifts to 
children (Series I to TV), and (b) that rather than risk 
anything they would choose to let more go into the coffers 

-of the Government.'* 

(iii) Property Tax: The incidence of the property 
tax is a difficult problem. Whether it will be borne by the 
present taxpayer, or is capitalized or shifted, depends on 

1 Tlicse assumptions have been briefly summarized in Table A — 7, 
Studies in Current Tax Problems, p. 11. 

• 2 In U.Iv. also the spouses can choose to file separate returns. But 
since the incomes of both "will be taxed at a rate appropriate to the total 
income, their choice will not mean any difference to the TrcasiuTf. 

8 Studies in Current Tax Problems, pp. 10-11. . ' " ' 

4 Ibid., pp. 10-12. ' Z ' 
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a number of circumstances difficult to ascertain in actual 
life. Various assumptions had, therefore, to be' made 
regarding different classes of property. 'Wiith regard to the" 
land tax, it was assumed that either the whole of it would 
be capitalized, or only one-half capitalized the remaining 
half being borne in the same way as the tax on improve- 
ments. The tax on improvements and personalty in the 
bands of the final consumer was supposed to be borne en- 
tirely by him. The tax on business improvements and 
personalty was assumed to be either shifted entirely to 
the ultimate consumers of the goods and services pro- 
duced by business, or shared fifty-fifty by the taxpayer 
the taxpayer be a corporation, by the stocWiolder) and 
the final consumers.^ 

(iv) Sales Tax: Three assumptions were made re- 
garding its incidence (a) That the tax was shifted entirely 
to the final consumers; (b) that half of it -was shifted, and 
the other half borne by the taxpayer; and (c) that half of 
it was shifted to consumers, and the other half divided 
equally between the merchants and the producers.® 

(v) Automobile Taxes: In so far as the cars were for 
personal use, it was assumed that the taxpayer would bear 
the burden of the automobile licence and gasolene taxes. 
To the extent that they were used for business purposes, 
two alternative estimates were made — one on the assump- 
tion that they were entirely shifted to the purchasers of the 
farmers’ and merchants’ goods, and the other on the 
hypothesis that only half the tax would be so shifted the 
other half sticking where it was laid.® 

(vi) Corporation Taxes: The incidence of the general 
corporation taxes was supposed to be equally on the stock- 
holders and the customers. The taxes on gross receipts of 
public utilities were assumed to be shifted either wholly 
or in part to the final consumers. The federal taxes on 
capital stock, net income and imdivided profits, and the 

1 Studies in Current Tax Problems, -pp. 12-18. 

2 Ibid., pp. 13-14. 

Z pp. 14-15. 
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other state taxes of the same nature on corporations were 
assumed to be borne by the stockholders in proportion to 
their holdings.’ The federal corporations excess profits' 
tax was omitted as the corporations, from which the 
various income groups derived their incomes, were sup- 
posed to have no excess profits.® 

(vii) Financial Transaction Taxes; All these taxes 
were assumed to be borne as intended, the stock transfer, 
taxes by sellers of securities and the New York mortgage 
tax by the mortgagor.® 

(viii) The Payroll Tax:'’ It was assumed to be shift- 
ed either entirely to consumers, or borne equally by the 
owner of the business, the employee, and the consumers. 
The employee was brought in, because this tax could be 
reduced by lower wages or by displacing labom- by 
machinery.® 

Characteristic Caution 

It is an extremely characteristic trait of the American 
studies, that inspite of these five assumptions and five 
alternative estimates based on each of them, Newcomer* 
is at great pains to point out that these assumptions only 
concern the shifting of taxes or the usual changes in the 
ownership of income and property within the family made 
in order to reduce taxes.® Different, though reasonable, 
assumptions concerning the amount and nature of each 
group’s income, property and expenditure would consi- 
derably affect the calculations. The estimates, therefore, 
could be used only to a very limited extent as a basis for 
judging the existing tax system.'’^ 

Potential Income 

Another very interesting point in this study is 
the conception of "potential income.” When calcu- 

1 Studies in Current Tax Problems, pp. 15-lG. 

2 Ibid., p. 20. 

3 Ibid., p. 15. 

4 For a short accomit of this, see Fncing the Tax Problem, pp. 17-18. 

5 Studies in Current Tax Problems, p. 10. 

0 Ibid., p. 7 and p. 10. 

7 Ibid , p. 1. 
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lating the tax burden as a percentage of income, Miss, 
Newcomer does not relate the taxes paid to the actual 
income, but to the income as it would have been in' th^ 
absence of certain taxes like the tax on corporation profits, 
land tax, etc. Where land tax is capitalized, the price of 
the land is lowered. The buyer invests the difference ir^ 
securities; his actual income, therefore, is more than the 
income he would have obtained otherwise. If corporation 
taxes were not levied, to the extent that these are borne 
by the stockholders, dividend payments would be higher. 
Where the sales tax is not shifted to the consumers, the 
farmers and the merchants earn less because of the tax 
payment. All factors are taken into account in calculating 
potential income. The indirect losses of merchants and 
the farmers through a decrease in their sales because of 
the sales tax are, however, not taken into account,"' ■■ 
in — Some Problems in Measurement 
This short account of the important incidence studies 
brings out glaringly the variety of methods that have been 
«used and must be used to cope with problems created by 
different tax systems and the different data available on 
the subject. Thus, there is no ideal method, and the com- 
parison of one with another used in a different dime and 
time so as_to bring out the superiority of one over the other 
is improfitable and unscientific. Nevertheless, there are 
certain common questions that they have all tackled, and 
it may be possible by a critical examination of: their 
methods® to ascertain the best method under given 
conditions. 


(a) Group versus Average Method 


-The first question, we propose to discuss, arises in con- 
nection with -the very interesting way in which Mr. Jones 
treated alcohol and tobacco consumption by division of 
each income class into groups, and by providing separate 


1 Studies in Current Tax Problems, p. 22 and p. 81 
- We points of controversy. The fundamental 

the great diversities, is too ingrained to need 



TAX IN GREAT BRITAIN fit tJ.SA. ’ 

estimates for each group.'* This treatment, though con- 
fined here only to these two commodities, can easily be- 
extended to all taxable items, whose consumption varies 
widely within the same income group. Is this course ad- 
visable? We submit it is not so. Though it may be a 
model of arithmetical accuracy to give as many estimates, 
for each income group as there are variations in the habits 
of expenditure,® they are worse than useless for our pur- 
pose. The incidence studies are meant as a guide to tax 
policy. Since taxes must pay at least some obedience to 
the rules of simplicity and uniformity, no tax system can 
be adjusted to all such variations. We must therefore rely* 
on the device of taking the consumption of the represenfa-^ 
live person of each income group. The arithmetical 
average usually furnishes the best method for this purpose. 
It may be conceded that extreme fluctuations detract much 
from the value of the arithmetical average. Its adoption 
in cases of widely varying consumption may give an en- 
tirely false idea of the consumption of various income, 
groups and the taxes home by them. In such cases, the 
method of the mode or some other suitable method should 
be used. The “group” method adopted by Mr. Jones, un- 
less further accompanied by the knowledge of the number 
of families each group contains, is of little value; when so 
accompanied, it is mufeh better to show in the final table 
the tax burden on the representative group only. Mr. 
Jones perhaps realized this,® and it was only because 
he had not at his disposal the relevant data, that he was 
satisfied with his method. But even in that case, the 
method marked little advancement. 

1 Messrs Shirms and Rostos have also dirided each income group intO' 
tlirce classes regarding its tobacco and alcohol consumption.liglit, moderate 
and heavy. But in the final tables, only a moderate consumption of these is 
allowed. / 

3 The logical conclusion will be a separate tax estimate for each feliow— 
Vide New York State Commission (ia32J, p. 04. 

8 “I think our concern should be with the ordinary consumer ratlicr 
thnn_ with extraordinary, allowing fair latitude, of course, to the .term, 
“ordinary” so that it shall take in the majority of men,” — Journal of the 
Royal Statistical Society (1027), p. C80 ; also, p. 680. 

16 
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(b) Income Changes 

Another controversial point that Mr. Jones raised was 
whether the changes in incomes during the years selected 
for comparison should be taken into account. The other 
English studies we have seen do not concern themselves 
with this.’’ Much depends on the purpose of the inquiry 
undertaken. If its aim is to compare the burden on one 
class, say, the unskilled working class in a certain year 
with that borne by the same class in another year, it is es- 
sential that wage changes must be considered. But where 
the purpose is to compare the burden on a particular in- 
come group in one period with that on the same income 
'group in another, the changes are irrelevant. The first 
type of the study is more difBcult and requires far more 
data than the second, but is more lifelike. The second is 
more formal, but by attaching, if possible, a table to it 
showing the number of families falling in each group in 
the two different years, it can be made to convey a faithful 
and lively impression of. reality. 

(c) Inclusion of Local Taxes 

The inclusion or exclusion of local taxes is another 
point treated differently by various studies. Sir Herbert 
was concerned only with post-war problems of public 
finance, and the local taxes had not been much influenced 
by the war. Moreover, as regards their real incidence, the 
economists were much less agreed than as regards national 
taxes.2 Sir Herbert, therefore, ignored them. The Colwyn 
Committee also took no account of them; but they were 
not careful enough to mention the grounds for this exclu- 
sion. Perhaps, they thought the exclusion was too axio- 
piatic to need a discussion, or perhaps the subject of local 
tax was outside the scope of their inquiry -as they had 
'been asked to report on national taxation only. Mr. Jones, 
who soon followed, pursued the same course; but in the 
.discussion that ensued after the reading of his paper, ho 

. 1 In U.S.A. studies since only one year is chosen the point does not arise. 

2 Vide his article in The Journal of the Royal Statistical Society,-, (1919) 
A50* 
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came in for a lot of criticism for this."’ M. Sandral also 
•omitted local taxes. The Swedish estimate was the first 
post-war study to take into account the British local taxes. 
Messrs Shirras and Rostas were whole-heartedly in favour 
of including the burden of local rates, but owing to lack of 
data, they had to omit from their calculations the most 
important local tax viz. local rates. The tr.S.A. studies 
are unanimous in taking local taxes into account. 

We believe that at the present stage, it is best to ignore 
local taxes inspite of their increasing importance. The 
incidence of most of them is still largely controversial. A 
study of burden of local rates on any income group must, 
of necessity, classify income groups further by localities, 
and imless the local tax policies are fairly uniform, this is 
a formidable task. The unfairness of comparing the bur- 
den of national taxation in one state with that in another, 
has been widely recognized.^ This holds much more true, 
regarding comparison that we will have to make between 
the burdens in different local areas, as the varieties of ser-t 
vices rendered by local bodies are great. In national 
finance, the figixres of burden, even if not of much value 
for comparative purposes, have an absolute worth because 
of the well-known principle by which they can l^e judged. 
There being no such principle with regard to local taxes, 
the figures will have no meaning, unless combined with 
■benefit calculations. With our present stage of technique, 
this is not possible. Hence it is best 'to leave local taxes 
out of account.^ 

(d) Differential Bates 

The fourth question of importance raised by Sandral 
was with regard to the question of' differential rates. 
Relying on a dictum of Marshall, that wherever differentia 
duties exist, the consumers pay tax at the higher rate, and, 
the rebate, goes to enrich the favoirred producer, he cal-^ 

1 Journal ot tlie Royal Statistical Society (1927), pp. 719, 721, and 722 

2 Report of the Indian Taxation Enquiry Committee, para 476. 

3 This applies -with even greater force to compulsory contributions 
jiccompam’cd by corresponding benefits. 
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culated taxes at the higher rate in case of commodities 
receiving Imperial Preference. The Colwyn Ck)mmittee, it 
■will be remembered, took an entirely different view; and 
Jones and Shirras and Rostas followed them."* The pro- 
blem, it must be borne in mind, is not one of price rise. It 
is agreed to by both the sides that except where the part 
of the commodity taxed at the higher rate forms an insigni- 
ficant proportion of the total produce, the rise in price of 
the commodity concerned will equal the higher rate of 
duty. The problem is whether this entire price rise is 
covered by "incidence,” or whether “incidence” is a nar- 
rower concept covering much less. To our mind, as already 
indicated earlier, incidence calculations are only a device 
to find out the contributions of various classes to the Ex- 
chequer. Therefore, the burden of any price rise, to the 
extent that it does not benefit the government, must be 
ignored in incidence estimates.^ 


or ^ policy, but nlso of trade polJcy_Studi'cs In Current Tax Problcins, 



CHAPTER X 


MEASUREMENT OF TAX BURDEN IN GUJARAT 

Having seen in the previous chapter the methods 
adopted in. two leading countries of the world to calculate 
the tax burdens on various income groups, we are now in 
■a position to review the studies made in India, and to 
evolve a suitable method to calculate the tax burden on 
various income groups in India, by trying to measure it in 
a selected area, viz. British Gujarat. 

I. Past Attempts 

Indian Taxation Enquiry Committee 

The honour of making the first attempt in India to 
measure the burden of taxation on various classes of peo- 
ple'' goes to the Government of India. The resolution of 
the Finance Department, that contained the Government’s 
direction to the Taxation Enquiry Conunittee, had as its 
first item; "to examine the manner in which the burden of 
taxation is distributed at present between the different 
classes of the population.’’^ The Committee were also at 
first empowered to “institute such an enquiry into the eco- 
nomic condition of the people as they might consider neces- 
sary for their purpose, and to report on the adequacy of 
material already available, making suggestions as to the 
best manner in which it might be supplemented and the 
most suitable agency for a wider economic inquiry.^ The 
latter part of the task was afterwards delegated to the 
Economic Enquiry Committee, the Taxation Committee 
being specifically asked to suspend any such enquiry hntil 
a report had been submitted by the Economic Enquiry 
Committee. By the time the latter submitted a report, the 

1 One D. Barbour, a member of'the Bengal Civil Service, had made an 
Inquiry into the Incidence of Taxation in British India” in 1881, but this 
,TVaB confined to ascertaining the per capita burden in different provinces. 

S Report of the Indian Taxation Enquiry Committee, pSra 1. 

8 Ibid., para 479. 
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Taxation Committee had finished their enquiry and were- 
drafting thir report, so that the institution of a special in- 
quiry was rendered impossible. The Committee were, 
thus, compelled to base their conclusions on the existing" 
meagre material. Instead of dividing population into in- 
come groups, they were forced to divide it into ten broad 
classes: (i) the urban labourers including the lower grades 
of urban artisans, (ii) the landless agricultural labourers 
and the lower grades of village artisans, (iii) the small 
holder, whether ryot or tenant, (iv) the peasant proprietor 
with a substantial holding, generally in temporarily-set- 
tled areas, (v) the large landholder, generally in the zamin- 
dari areas, (vi) the petty trader, in the village and the 
town, (vii,) the larger trader, generally in the town, who 
is subject to income tax, (viii) the big merchant class, (ix) 
the clerical class, including the subordinate ranks of 
Government servants and the lower ranges of professional 
men not subject to the income tax and (x) the upper pro- 
fessional classes.® The Committee attempted to give the 
money burden of taxation including local taxes with 
regard to the first two classes by dividing the proceeds from 
the taxes that affected them by their total number,® With 
regard to the remaining groups, in the absence of income 
and expenditure studies, even a rough guess as to the 
money they contributed to Government coffers was not 
possible, and the Committee had to be content with a few 
remarks of a general nature.-^ Whenever possible, they 
also tried to compare the post-war burden on various classes 
with that before the war. Compared with the studies of 
incidence of taxation in other countries, this study is so 
defective, that it is hardly worthy of further examination.^ 
Professor Shah and Mr. Khnmhata 

The next important inquiry was that made by Profes- 
sor K. T. Shah and Mr, Khambata, who worked out the tax 

1 Keport of the Indian Taxation Enquiry Committee, para 479. 

2 IM., para 481. 

' S iWd., paras 482-488. 

- -- 4 llnd., paras 483-492. 

5 "me Committee, it seems, were Keenly coTacious ol the very Jiniited 
■value of thtit study— Report, paras 480 and 498. ' ’ 
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burden for" 1923-24.'' They divided taxpayers into twa 
classes— the rich and the poor— the latter living just on or 
below live margin of average income, and the former rela- 
tively better off. Thej' allocated the revenues of the Cen- 
tral and Provincial Governments between these two classes 
on general considerations. Beside other errors in this 
work, e.g., considering the gross revenues of the post offices 
and railways as taxation, the division of the people into 
two very broad classes, viz. the poor and the rich, deprives 
this attempt of a methodological value for our purpose.^ 

Economic Adviser’s Attempt 

Twelve years after the submission of the Indian Taxa- 
tion Enquirj' Committee Report, the attention of the Cen- 
tral Government was again drawn to the importance of 
this problem. During the Assembly discussions that took 
place on the Finance Bill, 1938, Mr. L. C. Buss, a nominated 
non-official member, stressed the paucity of accurate data 
on which only the correctness of a tax policy could be 
judged. He suggested that the services of the recently ap- 
pointed Economic Adviser should be utilized to examine 
the possibilities of seeing whether "anything can be done 
to get out some reliable information that would show how 
the burden of taxation in India is distributed."^ Sir James 
Grigg, the then Finance Member, promised to follow up 
this matter.'*^ In accordance with this, directions were 
issued to the Economic Adviser. The cost and the trouble 
involved in the task were, however, felt to be so great that 
after some preliminary efforts the task was given up.- 
Our Task 

Thus the problem of measuring the tax burden ■ on 
various classes of Indian people has not been satisfactorily 
tackled so far; and we have to begin entirely afresh. Any 
attempt on the part of an individual to solve the problem 
on an all-India scale is out of question. Customs and Ex- 
cise Duties, which form a significant portion of the total 

1 Wealth and Taxable Capacity — ^pp. 280-01. 

2 For a detailed criticism, see Adarkar — ^The Indian Fiscal Policy, 
pp. 5cr-568. 

3 Legislative Assembly Debates, 1088, p. 1Q50. 

4 Ibid., p. 1C50. 
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tax burden, cannot be allocated except on tbe basis of 
family budgets. Unfortunately, no budget studies are 
available except for a few parts in the Bombay Province 
and the Punjab.'' If we were, therefore, to avoid being 
content with a few vague generalisations, we had to con- 
fine ourselves to a region from which in course of a short 
period we could secure a sufficient number of budgets to 
give us a reliable idea of the consumption habits of various 
groups within it. British Gujarat, we thought, was such a 
region. While the calculations of the burden of taxation 
on various groups in British Gujarat cannot, by themselves, 
be expected to throw any important light on the taxation 
policy as a whole, a fruitful line of inquiry will be opened. 
The study may serve as an incentive and a guide to other 
similar regional studies, the collective result of which may 
be of much, help in the formulation of a just tax policy. 
As we have already seen, the two earlier studies in 
incidence have little value as regards method. We are, 
therefore, forced to draw upon foreign studies only, espe- 
cially British studies, for the tax structure in India greatly 
resembles that in the United Kingdom. The diversity 
which we have noticed even among the best of them must 
make us tread our path with great caution. Besides, the 
great difference in Indian conditions makes the application 
of foreign methods specially hazardous. We have to be 
on omr guard throughout, and ask ourselves at every step 
whether there is anything in the Indian circumstances 
which makes this application inappropriate. 

n. Our Method 

Differentiation Between Urban and Rural Income Groups 

The most important point of departure, that we have 
to make from British practice in the light of Indian condi- 
tions, is the preparation of separate estimates for rural and 
urban incomes. The English studies do not differentiate 
between townsmen and village-folks. The one U.SA.' 
study, which we have critically examined, does distinguish 

^ We do not deal here ■with the defects of these budgets for pur^scS 
of tax calculations, as in absence of other similar budgets the’ question is of 
littie importance. . 
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between farmers and wage earners earning equal incomes.'' 
A priori, the British system has much in its favour, for the 
governments must generally follow a uniform tax policy 
with regard to both urban and rural incomes. The one 
very important exception to this uniformity of treatment 
has been the special taxation of agricultural incomes. But 
in both U.K. and U.S.A. this method of differentiation has 
been long given up.^ Because of the relatively small part 
played by village economy in Britain, and also because of 
the striking resemblance between the expenditure patterns 
•of villagers and citizens belonging to the same .income 
group, this method of having only one estimate is more 
than a convenient abstraction. In U.S.A., the sales tax 
adopted in most of the States does not apply to the food 
produced for himself by the farmer;^ the property tax, 
both due to its inherent nature and its anotnalies, falls un- 
equally on equal incomes earned through different sources.**- 
Moreover, the role of villages in U.S.A. is more important; 
the expenditure habits of farmers and city-dwellers of the 
same income are very different.® Hence, the custom of 
having two separate estimates in U.S.A. In all these as- 
pects India resembles U.S.A. more than U.K.; in fact, the 
•conditions in India go much further. The governments 
seem wedded to the policy of marking out agricultural in- 
comes for a different policy from that adopted for other 
incomes under the income tax laws. An astonishingly 
great proportion of the Indian population lives on agricul- 
ture; a greater number still lives in -villages. The difference 
in the consumption habits of the citizens and villages is 
large. Hence, we have far more powerful reasons for dif- 
ferentiating between rural and urban folks. 

Let us proceed with the question of urban incomes 
first. 


1 Studies in Current Tax Problems, p. 4. 

2 The options gives to the English farmer before the War did to some 
extent make difference, but as rve have seen the differentiation has been 
much reduced by the Finance Act, 1042, and there is little possibility of its 
re-vival in its pre'-rvar form. 

8 In States, -where food is exempt from sales tax, this is not an important 
factor. 

. 4 Studies in Current TaX Problems, p. 33. 

5 Ibid., Table A-12 on p. 24 and A-14 On p. 20. ' 
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A. City-Dwellers 

(a) Income Tax and Super Tax 

The easiest taxes to be measured are the Income Tax: 
and Super Tax, Many of the difBculties, that confronted 
studies in other coimtries when relating these taxes to the 
amount of income, are absent in our tax system. Our in- 
come tax law, as we have seen, knew of no differentiation 
between earned and unearned incomes upto April 1945, and 
pays no heed to the greater needs of the married and the 
family man. The onlj^ exemption given is that of life insur- 
ance premium upto a certain extent. We have, however, 
difficulties of our own. The anomalies of our Income Tax 
Law such as the treatment it administers to the unregistered 
partnerships, joint families, etc., cannot be taken account 
of in our calculations; these do not matter much. More- 
important is the exemption of income from agriculture. 
The income that an urban dweller derives from agriculture 
bears no definite relation to his income from other sources. 
It varies widely with individuals and with locality (the- 
smaller the city, the greater the proportion that agricul- 
tural income -will bear to total income). Therefore, the 
tr.SA.. expedients of laying down along with the group 
the sources from which the representative person of that' 
group derives his income furnish us no model. We are, 
therefore, forced to assume that our city dwellers derive 
no income from agriculture.'' 

The rates of Income Tax and Supet Tax for individuals- 
for the year 1938-39 are given below: — 


Income Tax Kates for 193B-39 

■When total inoome Bs, 2,000 or upwards but less than Rs. 5 000 

Rates 

6i pies in the Re,- 

.r 5,000 

»* »t 

„ „ 10,000 

9} 

>, ♦, „ 10,000 


„ „ 15,000 

13 „ 

„ 15,000 


„ ,, 20,000 

17i 

' »r ,» „ 20,000 


„ „ 30,000 

20 7/12 .. 

s, s. „ 30.000 


„ 40,000 

11/12 ., 

»» ,» „ 40,000 

or 

„ „ 1,00,000 

27 1/12 .. 

*» ,♦ „ 1.00,000 

28 1/0 


1 It myst also be lejnenibered that even in India as in Great Britniii> 
the tax on incomes includes that on undistributed profits of the companies- 
The proceeds from this cannot be aJloeated, 
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Super Tax Rates for 1938«39 


For the first 30,000 Rupees 
For every rupee of the next 


Nil. 


Hates 


t? 



„ 50,000 



••• 

ICi 

t> 



„ 60,000 



••• 

22i 

y> 



„ 60,000 








„ 60,000 




85} 


tt 


„ 60,000 





tt 

t* 


„ 60,000 





t* 



„ 60,000 




55} 




„ 50,000 




01 } 




„ 60,000 




08} „ „ 


tt 

tt 

50.000 


»» 


14} „ 

» 

it 

tt 

„ 50,000 


It 

... 

81 } .. 


In calculating the burdens of these taxes on various 
income groups, it must be remembered that they are cal- 
culated to the nearest anna. The prevalence of the step 
system had necessitated a provision in the Income Tax Law 
that where owing to the fact that the total income of any 
assessee had reached or exceeded a certain limit, he was 
liable to pay income tax at a higher rate, the amount of 
tax that he was to be charged was to be not greater than 
the aggregate of (a) the amount of tax payable, if his total 
income had been a sum less by one rupee than that limit, 
and (b) the amount by which his total income exceeded 
that sum. The burden borne by various incomes is given 
below; — 


Income 

Income and Super Taxes 

Rs. 

Rs. 

a. 

P- 

2,000 

1 

0 

0 

5,000 

170 

4 

0 

10,000 

608 

12 

0 

15,000 

1,010 

0 

0 

30,000 

3,217 

1 

0 

50,000 

8,008 

0 

0 

1,00,000 

10,334 

3 

0 

8,00,000 

83,112 

0 

0 

5,00,000 

1,73,380 

12 

0 

10,00,000 

4,30,030 

5 

0 

20,00,000 

10,20,514 

12 

0 

30,00,000 

15,00,803 

4 

0 


(b) Corporation Tax 

The next important tax, viz., the Corporation Tax was 
levied at, a flat rate of thirteen pies on the excess above 
Rs. 20,000 of the income of every company. Since the 
income of a person from shares has no relation to his 
other income, and since both these have no relation to 
the income of the company or companies in which he 
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holds shares, this tax also must he ignored. If the Corpora- 
tion. Tax recognized no exemption limit, and we ignored 
the benefit element in it, on the basis of the proportion 
of the income derived from corporations to the total income 
of any group, we could have calculated the burden of 
this tax like the U.S.A. studies. 

(c) Death Duties 

Our probate duties partake little of the character of 
death duties in other foreign countries. Income is but a 
very minor factor in deciding their payment and their 
amoimt.'' We have, therefore, to omit these duties. 

(d) Excise (Provincial and Central) and Customs’ Duties 

Concept of Relating them to Income 

In order that relating the Customs’ and Excise duties 
to income may be more than a convenient fiction, the size 
of income of an individual must be of preponderant im- 
portance in deciding the amount and methods of expendi- 
ture.2 All other factors like the source of income, the 
nature of income (precarious or secure, widely fluctuat- 
ing or regular), the locality, and personal whims and 
tastes must be of secondary importance. It is, of course, 
not essential for this purpose that every person within 
the same income group must spend approximately equal 
sums on every taxed item. It often happens, that a per- 
son’s lack of expenditure in one direction may be offset 
by his excess of spending in another. Where the system 
of commodity taxation is fairly widespread, and where 
taxes on most of the commodities are at equal rates, it is 
sufficient if the amounts of expenditure of persons within 
, the same income group do not fluctuate widely. In the 
West, this condition is fairly well satisfied. The class 
standards of expenditure have become so ingrained there 
that a person having a certain income is bound to possess 
certain things, say a car, a library, a collection of pictures, 

1 Tor a fuller discussion, svpra pp. 1)3-07, 

2 The division ot taxpayers into non-incOme croups can partly help 

us In other cases. e i i ^ » 
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etc., even though he may not enjoy or appreciate them.’ 
These things have acquired the status of indispensable 
appendages to his income, as was the case with certain 
dresses, signs, and symbols in feudal times. In India, 
conditions are not yet advanced so far. Though with the 
impact of Western culture and with the growth of the 
large cities that it implies, caste barriers are breaking 
down, and the idea of living according to one’s income is 
gaining ground, the process is far from complete even in 
large towns. Even in the lower urban classes where 
most of the expenditure is on absolute necessaries, the 
moment there is any volition, the influence of the caste 
factor is at once seen. Their expenditure on drinks frequent- 
ly varies with caste. In the case of upper income groups, 
the variations are greater. Personal whims and idiossm- 
cracies occupy quite an important role in the amount 
spent and saved. It is not an unusual sight in Indian 
cities to see a person of lakhs, especially of the old genera- 
tion, living in a slum, moving about in torn shirts and 
labouring like a coolie. While these show the need of 
using the calculations we arrive at with care and caution, 
sufficient progress in class patterns of living has been 
already made to make the average income group con- 
sumption figures more than a mere arithmetical average. 

With regard to villages,^ the position is still more 
unsatisfactory. Caste there is yet a force to be reckoned 
•with. But even in •villages it is becoming more and more 
usual for the sons of moneyed persons, to whatever caste 
they belong, to go to cities to acquire higher education. 
They bring with them to their homes the habits of class 
expenditure they have acquired when in cities. Thus, 
though not well developed, the class methods of expendi- 
ture are already in the making even in rural areas. 
There are backward villages, where this does not seem to 
hold good. But it must be remembered that this state of 
affairs continues, only because the incomes of the caste 

1 Sec Professor I,asTci’s “Dangers of Obedience.” 

2 Tliough "SVC are treating rural incomes separately, we have talccn up 
this discussion here, ns it is more convenient. 
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members are not grossly unequal. If great inequalities 
were to develop within the caste, there is no doubt that 
the same phenomenon of class formation, as is apparent 
elsewhere, will make its appearance after a certain time 
lag. It is only where caste and income seldom come into 
conflict, that the caste standards of expenditure can 
persist."' 

Locality is still a very important factor in deciding 
the amount of expenditure. A person in Bombay, to take 
an extreme case, has to spend far more on rent, and 
spends far more on his clothes than his colleague living 
elsewhere. A person’s needs in Bombay are so many, 
that he seldom gets enough to satisfy them; in other 
smaller cities the problem of spending one’s income — 
though it be very moderate judged by the standards pre- 
valent in Bombay — ^would be insoluble.^ In a country of 
the size of India, and with such a little developed trans- 
port system as hers, this is natural. But our inquiry has 
been restricted ^to British * Gujarat only, where the xmi- 
formities are much greater, and sufficient to justify our 
concept.® 

Difficulties in Measiurement 

The fundamental difficulty in the process of relating 
commodity taxation to income being got over,"^ we -can 
now pass on with a clear conscience to confront the great 
obstacles created by the complexity of the modem tariff. 
Brom the third .quarter of the nineteenth century to the 
first quarter of the twentieth — ^the period with which the 
two British studies we have examined in detail were con- 
cerned— the tariff structure in UJC. was simple. The 
principle of laissez faire and free trade ruled supreme; 


1 It must further be remembered that our method of grouping rural 
population lessens this difficulty. 

2 The rrays of Irving in different villages are not less diverse, 

3 The differentiation of incomes into urban and rural has dealt vrith the 
greatest locality influence — difference between urban and rural ways of 
living, 

4 Other minor difficulties, e.g., those revealed by the Bombay Labour 
Office Budgets that the middle classes spend more on rent than peisohs of 
wage earning class of the same income, have not been dealt with here. 1 
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there were no protective, and only a few preference 
duties; alternative and mixed duties were not yet in 
vogue; taxes on raw materials and machinery were look- 
ed down upon. Duties on imported goods tended to be 
simple and specific. A revolution has taken place with- 
in the tariff structure since then. The abandonment of 
laissez -faire and the widespread prevalence of trade 
agreements have led to differential duties both for pro- 
tective and preference purposes; taxes on raw materials 
•and machinery occupy an important place; duties levied 
are often compound and alternative. Under these greatly 
changed conditions, precedent often fails to furnish us 
with a clear guide, and we have to work out a method 
from first principles. 

The simplest case in our present tariff structure (i.e., 
structure as in the year 1938-39) is when a specific tax is 
levied on the entire amount of consumption goods at a 
vmiform rate. Here, given the quantity consumed by a 
representative person of a certain income group, to find 
-out the amount of tax he pays through consumption of 
that commodity is a simple arithmetical process. 

A slightly more difficult case arises, when the duty 
levied is ad valorem, other circumstances remaining the 
.-same. The duty is levied on “real value;"' from family 
budgets, we can only Imow the amoimt spent in retail 
purchases. In order to ascertain the tax burden, we must 
derive the former from the latter. In the Customs’ tariff 
schedvdes published annually, we get real values in case 
■of some commodities. Where the commodity has only 
one standard quality, from this information an ad valo- 
rem tax can easily be reduced to a specific one. If how- 
■ever, the commodity has more varieties, and their prices 
are published, we must get the retail prices of these 
varieties from family budgets or from the market; work out 
the percentage differences between the two i.e. retail price 

1 The “real value” i? defined n« the ‘Vliolc-wle price less trade diicount 
for wliieli goo<h. of the like kind and quality arc sold or capable of being sold 
At the time and place of importation without any deduction csccpt tliat of 
ahe amount of duties.” Vakil andSIuusId, Industrial Policy for India, p. Ill, 
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and real values, and strike out an average. The task of 
ascertaining the rate of the tax on retail prices is easy. 
To find out the amount of duty paid by various groups- 
from this and their expenditure on this particular com- 
modity is simple. Usually none of these two methods is- 
possible because no official valuations are available. 
Our task then becomes more difficult, and we are thrown 
back on merchants for both types of information. The 
traders, though very willing usually to mention retail 
prices, when they do not want to tell lies, prefer to main- 
tain a shrewd silence on real values. ^ In some cases, even 
retail prices are a matter of individual bargaining e.g. in 
case of cars and radios. The truth can only be ascertain- 
ed approximately in such cases. 

A greater difficulty arises, when the duty is altema- - 
tive. Both ad valorem and specific rates are laid down in 
such cases, and the higher rate is charged. Such duties, 
as we have already pointed out in Chapter VI, mean a 
higher rate of tax on the lower grades of quality, 2 and 
levy a greater burden on the consumers of these inferior 
varieties, who usually belong to the lower income groups.. 
If it were possible to get the consumption of these lower 
varieties by each income group and the percentage tax oh 
each variety, the problem could be dealt with satisfac- 
torily. Even if it were possible to make a rough guess 
as to what income groups the consumers of inferior qua- 
lities belong (this usually is possible) and the number of 
persons within' these groups, 'it would be possible to 
arrive at the extra burden thrown on each person eaming- 
less than a certain amount.^ In the absence of these data, 
we must treat the duty as cd valorem only, remembering- 


1 The War and the various controls have reinCorced this natural reluct- 
ance. 

2 The "word “lonvcr” and “inferior” are used to connote those varieties 

of a commodity, on vrlueh the tax actually levied is specific. ‘ 

3 Tlie extra amount of tax, that has been paid due to the tax being- 
altemative, can be found out by subtraotinj; the amount that -would liave 
been paid, if the duty -were only ad valorem, from the tax now paid. Dividing- 
this by the number of families using lorwer varieties will give the extra burdeik. 
per family. 
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that really such duties mean higher burden on lower in- 
come groups. 

A very similar case is of a compound duty being 
levied on a commodity as in the case of cigarettes. The- 
tax can be reduced to an ad valorem basis by dividing the 
revenues brought in by the total value of the imported 
commodity. 

The greatest difficulty with regard to the calculation 
of the tax burdens on consumption goods arises in case of 
differential duties. In theory, even here, the difficulty can 
be resolved. If it is possible to assign the consumption of 
the lower taxed and the higher taxed portions of the 
commodity to different income groups, the method is easy. 
The two parts of the commodity can be treated as two dis- 
tinct commodities subject to different rates."' This, how- 
ever, is seldom possible. Owing to the furious competition 
that usually prevails between varieties of the same com- 
modity, and because in many cases differential duties are 
more the result of other than tax considerations and not 
infrequently even of chance, this simple process is not 
possible. The only possible method is therefore that 
adopted by the Colwyn Committee, i.e., taking the total 
amount of tax paid on the commodity in question and 
the total value of that commodity, dividing the one by the 
other, and treating the result as a uniform tax levied on 
the entire commodity. But here we have to face another 
difficulty peculiar to our country. In cases, where the 
differentiation is between home-produced and foreign 
goods, the figures of home-produced goods are ' rarely 
available. In such cases, while collecting family budgets^ 
We tried to obtain separate figures for their consumption 
of foreign goods. Only in some cases, we were successful. 
In many cases, the family heads had no idea as to the- 
division of their expenditure between foreign and home- 
produced goods respectively. The number of famihes- 
able to give us these figures varied with different .commo- 

1 Wc have adopted this method ii) cose of Japanese and Bntish cloth. 
In some other cases like patent medicines "we have to resort to this course 
hecause of absence of home production figures. ' 
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dities. In case of those, where about 25 per cent of the 
total number were able to give some definite reply, we 
have proceeded ‘ on the assumption that the pattern of 
consumption was the same in remaining cases. Where, 
however, the number was smaller, this assumption was 
obviously unreasonable, and we had to proceed on other 
less satisfactory bases. 

As we pass on from the realm of consumption goods 
to that of raw materials, machinery and intermediate 
business goods, our difficulties increase, and almost 
become insuperable. In all these cases, if reasonably ac- 
curate estimates are to be formed, it is necessary to as- 
certain the contribution of these commodities to the 
value of the final consumption goods which are fashioned 
out of them. This cannot be done. All, that is possible, 
is to roughly allocate these duties on the basis of the 
nature and use of the commodities produced out of the 
taxed items, bearing in mind the greater regressive 
effects that these duties have as compared with the same 
revenue-producing duties on consumption goods made 
out of them. 

Detailed Consideration 

Having considered the general method of allocating 
customs and excise duties among income groups, let us 
now pass on to a detailed consideration of the main taxed 
articles. To get at the consumption of these by various 
income groups, we issued a questionnaire, in which con- 
sumption goods yielding a revenue of more than Rs. 2 
laldis were included."' ' Since the reliability of the tax 
calculations depend on the representative character of 
the budgets, all possible attempts were made to give due 
representation to various localities, classes, and castes 
comprising the population.^ We were able "to obtain from 
the urban areas^ of Gujarat about 750 budgets; rejecting 
64; as unsatisfactory for our purpose, we had at our dis- 

1 TVrfe Appendix C. 

2 For a fuller account, see Appendix T>. 

8 All places, liaving a population of 5,000 or over, are considered as 
urban areas. 
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posal 686 budgets. The budgets covered incomes upto 
Es. 12,000, after which the increase in commodity taxa- 
tion become a very small part of the income, and, still 
more of the total tax burden. The income scales chosen, 
for measuring the tax burden were Rs. 250, 500, 1000,^ 
2000, 5000 and 10,000,'' The various income groups were 
so chosen as to yield these incomes as averages, so that 
no adjustment should be needed. The groups selected 
were:— 150^00; 301-600; 601-1200; 1201-2500; 2501-6000; 

and 6001-12000. On such varied items as our tax system 
embraces, no adjustment on account of family size was 
possible. But the fact that the average size of the 
family has not varied much in the lower income groups 
— ^the numbers of family members were 3.8, 4.0, 3.9 and, 
4.1 respectively in the first four groups — ^makes this 
failure of little significance.s The budgets were collected 
mainly in 1941 — a war year. But Japan had not entered 
the war till our enquiry was complete; inflation and rise 
in prices had as yet not been witnessed. The consump- 
tion habits in that year might, therefore, be assumed to 
have been the same as in 1938-39.3 

Food Articles (i) Salt: The first item, that we come 
across, is salt. The duty levied on it is specific; both im- 
ported and home-produced salt are taxed alike, at' Re, 
1-4-0 a Bengali maund.'*^ The task of working out the 
duties paid by various income groups is, therefore, simple. 


Income 

Quantity of Salt 
consumed annually 

Tax paid 


-Rs. 

Seers 

Rs. a. 

P- 

250 

30 

0 9 

0 

500 

44, 

0 11 

0 

1,000 

50 

0 12 

6 

2,000 

62 

0 13 

0 

5,000 

52 

■ 0 13 

0 

10,000 

52 

0 13 

0 


1 Wc could not take Rs. 10,000 and above group as in English studies 
■because of the absence of income and consmnption statistics. 

2 For greater details regarding family budgets, see Appendix B. 

8 This was obviously not true of the areas brought under the Prolubition 
scheme yarding their consumption of intoxicants. In these cases vre asked 
the families about their 1038-39 consumption. 

4 In the calculations thot follow, the rates of duty are taken from the 

(contd,) 
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(ii) Potatoes; A tax was levied only on imported 
potatoes — 20 per cent on colonial produce, and 30 per cfent 
on foreign products. But the quantity of potatoes import- 
ed from abroad bears a small proportion to that produced 
at home. The value of imported potatoes in 1938-39 
amounted to only Rs. 36 lakhs compared with the Rs. 952 
lakhs of home-produced potatoes,"' ie., about 3.8 per cent. 
This means that either the consumers of potatoes from 
abroad are a special class, or that the tax is not shifted 
to them. We have, therefore, decided to omit this duty 
from our consideration. 

(hi) Sugar: On imported sugar, in the year 1938-39, 
a protective duty of Rs. 8-12-0 per cwt., was levied; on 
sugar produced in India except Khandsari and Palmyra, 
an excise duty of Rs. 2 had to be paid; Khandsari sugar 
was taxed at only 8 annas. The quantum of the imported 
sugar in 1938-39 was 32.7 thousand tons;^ the quantity of 
sugar (except Khandsari) produced at home was 7.7 lakhs- 
of tons; Khandsari sugar was produced in a small amount 
(19,000 cwt), and was consumed mostly in U.P. The rate 
of sugar duty per cwt. came to Rs. 2-4-6 per cwt. on all 
types of sugar, i.e., about 1 anna per 3 lbs. 

The duties paid by various income groups are worked 
out below: — 


Income 

Quantity of Sugar 
consumed’ 

Rs. 

libs. 

250 

60 

500 

84 

1,000 

144 

2,000 

170 

5,000 

180 

10,000 

213 


Tax Paid 

Rs. a. p. 
14 0 
1 12 0 
3 0 0 
8 8 9 

3 12 0 

4 7 0 


Customs Tariff Schedules or Finance Acts, the amounts yielded by various 
duties and the value or quantity of goods imported from the ‘’^a-Bome 
Trade and Kavigation Accounts” or from Governments’ budgets. For 
the value of home-produced goods, the “Monthly Figures of Production of 
Certain Selected Industries in India” has been dra'svn upon. Other publica- 
tions, "when consulted, Iiave been specifically referred to, unless obvious. 

1 Report on the Slarketing of Potatoes in India and Burma, p. 26. 

2 The value of imported sugar varies •widely from year to year. In 
1937-38, only 2 percent of total sugar consumption •was imported. ' 

3 These figures of sugar consumption include sugar taken outside home 
throug'h tea and coffee, hut not otherwise^ No 'figures for the percentage of 
sugar consumption omitted in this way are av^able, but seeing that the 
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(iv) — (vi) Cloves, Nutmegs and Cocum: The family 
•expenditure both on cloves and nutmegs is too small to 
be taken into account. When a family consumes cocum, 
its expenses on it are large, but so few families in Gujarat 
use it that the average consumption is meagre. 

(vii) Betelnuts;’ On betelnuts imported from non- 
Empire countries, a duty of 45 per cent was levied; those 
from the Empire countries were taxed at 37^- per cent. 
The betelnuts produced at home were not taxed at all. 
The value of the imported betelnuts amounted to Rs. 196 
lakhs in 1938-39; but we have no idea of the value of 
these produced at home.^ We have, therefore, to devise 
some rough method to allocate the duty on foreign betel- 
nuts which amounted to Rs. 77 lakhs in 1938-39., On the 
assumption that the consumption of betelnuts in British 
Gujarat is on the same basis as in the whole of India, and 
that in villages the betelnut consumption per family is 
only l/3rd of that in cities, the duty per family in Urban 
Gujarat amounts to 4 annas-3 pies per head. Consider- 
ing the consumption of various income groups, we assign 
the tax burden as under: — 


Income. 

E.xpcnditure on Betelnuts. 

Tax Paid. 

Rs. 

Rs. a. p. 

Rs. a. p. 

250 

10 0 

0 4 0 

500 

1 11 0 

0 4 3 

1,000 

1 14. 0 

0 4 6 

2,000 

2 8 0 

0 0 0 

5,000 

2 0 0 

0 0 0 

10,000 

2 12 0 

0 7 0 


(viii) — (xi) Dried Fruits: There was a differential 
■duty levied on it — 30 per cent on non-Empire products, 
20 per cent on colonial products, and none on home pro- 
ducts. The duty levied at the standard rate on foreign 

total non-domcstio sugar consumption tor the Bombay province yns 13.8% 
of the total human sugar consumption, this omission is not important. 
Report on the Marketing of Sugar, .■\ppcndix XXXIV^ 

1 Both in c.aBcof betelnuts and cigarettes due to lack of statistics , we 
have been forced to neglect the contribution of the Indian States’population 
to the customs’ duties of British India. 

2 Owing to the excise duly levied on betelnuts since April 1945, an 
estimate of production can be made now from the tax proceeds, but tins 
Is not reliable. 
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products yielded 23 times as much as the duty levied at 
the preferential rate,'' so that we may take the rate of 
duty on all imported products at 30 per cent. We have- 
no estimates of the production of dried fruits at home, 
but it is negligible. The item contains many sub-items 
and there are many varieties in each sub-item. It is not, 
therefore, possible to obtain the exact percentage dif- 
ference between the “real value” given in the schedule 
and the retail price. But on inquiries made from various 
merchants, we put this roughly at 33 1/3 per cent. The 
duties paid by various income groups on these assump- 
tions are shown below: 


Income. 

Expenses on Dried Fruits. 

Tax Paid. 

Rs. 

Rs. a. 

P- 

Rs. a. p. 

250 

0 0 

0 

0 0 0 

500 

1 0 

0 

0 2 0 

1,000 

2 S 

0 

0 6 0 

2,000 

4 0 

0 

0 11 0 

5,000 

10,000 

5 0 

0 

0 13 9 

7 10 

0 

15 0 


(sdi) Bidis: This item was only put to demarcate 
the expenditure "on bidis, which are a non-taxed item, 
and the expense on cigars and cigarettes which are taxed 
in part. 

(xiii) Cigarettes; The duty levied on cigarettes was 
compound, the rate being 25 per cent ad valorem plus 
Rs. 8-2-0 per 100 or Rs. 3-4-0 per lb., whichever was 
higher; no duty was levied on home-produced cigarettes, 
but a large part of them is produced from manufactured 
tobacco imported from abroad. The cigarettes duty, 
together with that on manufactured tobacco yielded 
Rs. 151 lakhs in 1938-39. Because of the varying propor- 
tions of foreign tobacco in Indian cigarettes and absence 
of precise information regarding their consumption, the 
duty has, to be allocated on general considerations. Ac- 


1 The item No. 8, under -which the Customs returns are given, is -wider 
It embrac^ all fruits, fresh, dried, salted or preserved, not ottxerwise sped* 
lied. We have assumed that the ratio relationship between the vield at 
standard rates and that at preferential rates xvith regard to dried fruits is 
the same as in case of the nrider item. 
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cording to our inquiry, the cigarette expenses of the 
various income groups were as under: 


Income. 

Expenditure on Cigarettes, 

Rs. 

Rs. a. p. 

250 

0 0 0 

500 

0 0 0 

1,000 

0 0 0 

2,000 

8 4 0 

5,000 

14 8 0 

10,000 

20 2 0 


Allowing for the facts that the higher classes spend 
proportionately more on consumption of foreign ciga- 
rettes, and that the cigarette duty in its present form 
means a relatively lower burden on higher groups, we 
may reasonably assume that the duty paid by the group 
Es. 2501-6000 -was twice that paid by the Rs. 1201-2500 
group, and that paid by the Rs. 6001-12000 group thrice. 
On the assumption that the proportion of contribution 
among various income groups in British India was the 
same as that among British Gujarat groups, the duties 
paid by British India income groups are worked out 
below.’ The contribution by British Gujarat . income 
groups has been taken as - one-third of that of British 
India as a whole.^ 


Income. Tax Pnid in Urban Tax Pnid in Urban 
British India Gujarat 

Rs. Rs. a. p. Rs. a. p. 

250 0 0 0 0 0 0 

500 0 0 0 0 0 0' 

1,000 0 0 0 0 0 0 

2.000 17 8 0 5 13 3 

5.000 35 0 0 11 10 0 

10,000 ■ 62 8 O 17 8 0 ' . 

(xiv) Cigars: Very few persons in Gujarat smoke 
cigars, so that this item need not be included. 


1 Tlie number of members within the two higher groups has heen worked 
out from the Income Tax Report, 1938-89. The number of persons with 
incomes below Rs. 2,000 (not being liable to any income tax) in 1988-89 could 
not he had from the Report. It was assumed that the same number of per- 
sons was witlun tlus group as in the year 1935-80, the last year when the 
exemption level was Rs. 1,000. Rural areas Iiavc'been assumed to contri- 
bute notliing to cigarette taxation. 

2 According to the Report on the Mnrkefing of Tobacco in India and 
Burma, the per capita tobacco consumption of Bombay Province in 1934-35 by 
way of consumption of cigarettes, cigars and cheroots was 0. 132 compared will 
0. 312 throuchout liidia. In Baroda, the per capita consumption was 0. Ill' 
(App XXVIII p. 443) 
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(xv) Tobacco: This item was only included for 
demarcation purposes. 1 

Taxes on Drinks — (i), (ii) and (vii) — (x): Toddy, 
Country Ldquor, Opium, Bhang, Ganja and Charas; The 
correct figures for consumption of these items are very 
difficult to obtain. Even in a country like England, where 
drinking is a social custom, its consumption by different 
income groups could not be ascertained, for such an in- 
quiry was keenly resented^ In India, drinking is looked 
upon as a crime against religion and society, so that a 
drunkard dare hardly confess even to himself the extent 
of his drunkenness. We have, therefore, been forced to 
adopt roundabout methods for determining the duties 
paid by various income groups in each of these cases."^ 
The common assumptions taken in all these cases have 
been that (a) families with incomes of more than Rs. 1,200 
do not contribute anything by way of excise taxation. In 
our inquiry, we came across only two families earning 
more than Rs. 1,200 which reported expenditvue on these, 
items. While in case of some families this failure may be 
due to the natural greater reluctance of higher classes to 
confess to a use of these items, the reason in case of most 
must have been their actual lack of expenditure on them; 
(b) that representative persons of the income groups 

301-600 and Rs. 601-1,200 pay twice the tax paid by 
similar persons of 150-300 income group. The actual 
expenditure as in our budgets on toddy, country liquor, 
and foreign liquor (Indian) is Rs. 2-6-0 for Rs. 250 income, 
Rs. 5-12 for Rs. 500 group, and Rs. 4-8-0 for Rs. 1000 in- 

1 The taxes levied under the District Tobacco Act on traders yielded 
2 .6 laths in 1938-39 in the Bombay Province. But the license fees levied 
under the Act have no connection with the sales ; their incidence has thcre- 
lore to be ignored. 

2 Journal of the Royal Statistical Society (1919), p. 163 and Report 
of the Committee on National Debt and Taxation, para 241. 

3 In the Labour OtTice Budgets in the Bombay Province, doubts re- 
garding the reliability of their figures of liquor consumption are repeatedly 
expressed. The fact, that we could not for obvious reasons, adopt the pelect- 
ed random sampling method in collection of our budgets, added a further 
element of inaccuracy in case of figures regarding a commodity like this,- 
whose consumption uadely fluctuated- Any direct use of the figures obtained 
was, therefore, out of question. 
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come.i For opium, bhang, ganja and charas, the expendi- 
ture is Rs. 1-6-0, Rs. 2-8-0 and Rs. 2-6-0 respectively. In, 
case, of higher income groups, the reluctance to confess 
drink is higher, so that the actual expenditure made by 
the higher groups must have been larger; (c) that the 
total number of persons in the second and third groups 
combined was about the same as that in the first. 

Country Spirit: The total consumption of country 
spirit in Gujarat urban areas was 82,736 gallons in 1938-39.^ 
We have no figures of the rate of duty levied 
on this; but assuming that it was the same as that on the 
country spirit consumption in large towns of Gujarat the 
■duty came to Rs. 13.95 per gallon.^ The tax per head 
came to Rs. 1-9-6, and per family^ to Rs. 5-11-9. Allow- 
ing for the fact that the urban consumption in the Excise 
Report is that of places having a population of more than 
10,000, whereas in our calculations all places with a popu- 
lation of 5,000 and over are considered as cities, and that 
the urban consumption in country liquor is much greater 
than rural consumption, the duty may well be placed at 
Rs. 4-0-0 per urban family. 

Toddy: No figures of toddy consumption in urban 
Gujarat are available. But, the total consumption in the 
whole of British Gujarat was 39,30,000 gallons in 1938-39, 
and the total revenue Rs. 14,16,000.® Assuming that the 
per capita village consumption in Gujarat is l/3rd that 
in cities, the duty works at Re. 0-14-6 per citizen i.e. 
Rs. 3-4-3 per family in the city. 


1 As some of the areas, we visited, were prohibition areas, Tve had to 
'tdy on persons' memory to get their past consumption. 

2 Worked out from Col. S of Appendix A — ^Report on the Administration 
of the Excise Department of the Province of Bombay, 1038-39, pp. 28-29. 

3 Prom Appendix A(a), Ibid, p. 30. 

4 A family in Urban Gujarat according to the 1931 census consists 
of 3.0 persons. 

5 Co). 13, Appendix A, p. 33, and Col. 10, Imperial Returns, I, p. 53. 
It must he remembered in this connection that the excise duties on the same 
•type of liquor or toddy -widely vary with localities (Imperial Table IV of the 
Excise Report). The taxes therefore paid by persons earning the same 
income and consuming thb same intoxicating liquor ■will greatly differ. We 
:haye ignored these differences. 
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Opium, Bhang, Ganja and Charas: The total dutjr 
from all these sources amounts to Rs. 569,000."' On tl:e 
same assumption regarding the ratio of urban to ruraE 
consumption as in case of toddy, this works out at an ave- 
rage of Re. 0-5-9 per citizen, i.e., Rs. 1-4-9 per urban family. 

The total duties from country spirits, etc., work out 
as under: — 


Income 

Tax on 

Tax on 

Tax on 

Total 


Coimtry Spirit 

Toddy and 
Fermented 
Liquor. 

Opium, Bhang, 
Ganga & 

Charas. 

Tax 

Rs. 

Rs. a. p. 

Rs. a. p. 

Bs. a. p. 

Rs. 

a. p. 

250 

2 10 9 

2 2 9 

0 13 9 

5 

11 3 

SOO 

5 5 3 

4 5 9 

1 11 9 

11 

C 9 

1,000 

5 5 3 

4 5 9 

1 11 9 

11 

6 9 

2,000 

0 0 0 

0 0 0 

0 0 0 

0 

0 0 

5,000 

0 0 0 

0 0 0 

0 0 0 

0 

0 0 

10,000 

0 0 0 

0 0 0 

0 0 0 

0 

0 0 


(iii) — (vi) Foreign Liquor (not Indian made). Ale, Beer,. 
Spirits, "Wine, etc.: The total Customs’ duty on 
foreign liquor amounted in the year 1938-39 to 179 lakhs.®' 
According to our inquiry, the consumption of foreign 
liquors begins at about Rs. 1,200 income. The income group 
Rs. 2,501 — 6,000 spent on foreign liquor about four times, 
the Rs. 1,201 — ^2,500 group (Rs. 40-12-0 compared with 
Rs. 10-4-0) , and Rs. 6,001 — 12,000 about ten times (Rs. 105) . 
Because of the greater duties that the higher varieties of 
liquors consumed by the richer classes pay, it might be 
assruned that the group Rs. 2,501 — 6,000 paid six times the 
liquor tax paid by Rs. 1,201 — 2,500 group, and Rs. 6,001 — 
12,000 group three times that paid by Rs. 2,501 — 6,000. On 
assumption that the various income groups in British India 
contribute in about the same proportion as those in Guja- 
rat, and that Gujarat groups contribute about l/4lh 
of that paid by their Indian compeers,® the duties are 
worked out below: — 

1 Ibid, Imperial Returns I, Cols. 28 and 40, pp. ST and SO. 

2 This represents the total of duties from items 22, 22(1), 22(2), 22(3),. 
22(4) and 22(5), except 22(5) (fa) and 22(5) (c), in the Customs Returns. 

3 The villages ate assumed not to consume any foreign liquor at all. 
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Income. 

Rs. 


Tax Paid in India. Tax Paid in Gujarat. 
Rs. a. p. Rs. a. p. 


250 

500 

1,000 

2,000 

5,000 

10,000 


0 0 0 
0 0 0 
0 0 0 
0 0 0 
30 C 0 
118 2 0 


0 0 0 
0 0 0 
0 0 0 
1 10 3 
0 13 0 
20 8 G 


In addition to these taxes, a license fee of Rs. 48 
thousand was realized from foreign liquor in Gujarat in 
1938-39.'’ The number of income tax assessees in Gujarat 
in 1938-39 was 20,465. Looking to the small amount of the 
tax as well as the lack of information regarding the fur- 
ther classification of these taxpayers, the tax had better 
been ignored. 


(xi) and (xii) Prepared Tea and Coffee: These items 
were included to calculate the sugar consumption of the 
various income groups through hotel-tea and coffee. The 
results have already been included in sugar consumption. 

(xSii) Patent Medicines: These were taxed at 30 pej 
cent when coming from foreign countries, and at 20 per 
cent when belonging to Empire countries. The values of 
both were about the same, so that on the whole quantity 
of foreign patent medicines consumed in India, the tax 
came to about 25 per cent. No figures of the value of 
patent medicines produced in India are available, so that 
any method of working out the duty from total patent 
medicines used by various income groups is out of ques- 
tion. Fortunately, in case of 267 budgets, we could obtain 
the consumption of foreign patent medicines separately. 
Patent medicines present a bewildering variety, and pro- 
fits on them widely vary; but the percentage difference 
between the real value and retail prices as a whole might 
well be placed at 33-1/3. The burdens on various income 
groups on these assumptions are as under; 


1 Col. 1C, Imperial Returns (1), Excise Report. 
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Income. 

Expenditure on Foreign . 
Patent Medicines. 

Tax Paid. 

Rs. 

Rs. 

a. p. 

Rs. 

a. 

P- 

250 

0 

0 0 

0 

0 

0 

500 

1 

0 0 

0 

o 

C 

1,000 

3 

0 0 

0 

7 

3 

2,000 

8 

0 0 

1 

S 

3 

5,000 

10 

0 0 

1 

8 

0 

10,000 

10 

0 0 

1 

S 

0 


Taxes on Fuel and Light — (i) Kerosene: On home- 
produced kerosene, there ■was an excise duty of 2 annas 
9i pies per Imperial gallon; on kerosene imported from . 
Burma a duty at the same rate was levied; but on that im- 
ported from elsewhere a duty of 3 annas 9 pies per gallon 
was levied. The Indian consumption of oil produced at 
home and of that imported from Burma amounted to 152.7 
million gallons; kerosene imported from other places was 
68 millions. The rate of the duty on the entire kerosene 
consiunption came to 3 annas 1-pie per gallon. The taxes 
paid by various groups are, therefore, as tmder: — 


Income. 

Kerosene Consumption. 

Tax Paid. 

Rs. 

Gallons. 

Rs. a. p. 

250 

G 

1 2 G 

500 

7 

1 5 G 

1,000 

9i 

1 13 3 

2,000 

13 

2 8 0 

5,000 

14 

2 11 3 

10,000 

18 

3 7 6 


(ii) Methylated Spirit: A tax of 9-3/8 per cent ad 
valorem was levied on foreign denatured spirit. In addi- 
tion, a small fee had to be paid for obtaining a license for 
selling spirits. However the expenditure on this item is 
too small to be taken into account. 

(iii) Matches: On matches produced in India, an ex- 
cise duty, varying "with the number of sticks the boxes on 
an average contain, was levied. If the box contained 4Cl 
matches or less, a duty of Re. 1 per gross of boxes had tc^ 
be paid; if the box contained from 41 to 60 matches a tax 
of Re. 1-8-0 had to be paid, and for those containing 61 to 
80, Rs. 2 had to be given. On imported matches, the duties 
were Rs. 1-10-0, 2-7-0 and 3-4-0 respectively. Assuming 
that the average -match box contained the maximum num- 
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ber of matches allowed at the rate charged, the total num- 
ber of imported match boxes reduced to terms of those 
containing 40 matches amounted to 10 lakhs of grosses. 
The Indian production came to 228 lakhs of grosses. The 
total Indian consumption in terms of 40 sticks match- 
boxes was, thus, 238 lakhs of grosses. The total tax from 
matches amounted to Rs. 218 lakhs. The rate of the duty, 
thus, came to 15 annas per gross of boxes containing 40 
matches on an average. 

The burden of the match borne by different groups is 
shown below: 


Income. 

Consumption of Match Boxes 
of 40 matches. 

Tax. 


Rs. 

Gross. Dozens. 

Rs. a. 

P 

250 

1 3 

1 2 

0 

500 

I G 

1 G 

G 

1,000 

2 0 

1 14 

0 

2,000 

1 8 

1 9 

0 

5,000 

1 9 

1 10 

3 

10,000 

1 9 

1 10 

3 


(iv) — (v) Glass and Metal Lamps: The expenditure 
on these is too small to be taken into account."' 

(vi) Stoves: The duty on it yielded less than Rs. 2, 
lakhs in 1938-39, so that this item had better been omitted. 

(vii) Gas Mantels: The expenditure on this item is 
negligible with most of the families, so that the tax on it 
had better be ignored. 

(viii) Glass Globes and Chimneys: The duty on them 
yielded only 50,000 rupees. We had, therefore, better 
drop it. 

• (ix) Electric Lighting Bulbs: The tax yielded about 
13 lakhs of rupees in 1938-39, but most of it was obtained 
from persons in very big cities. The expenditure of Guja- 
rati families on this item is small, and the duty paid 
thereby insignificant. 

Articles df Wear — (i) Glass Bangles: A protective 
duty of 50 per cent was levied on foreign glass bangles; 

1 ^Vhcncver the expenditure on nny item has been sudi, tluit llic tax 
on it ivin not amount to more than one anna on the income of Us. 230, two 
annas on Bs. .’iOO income, and so on, the expenditure lias been called too 
small. 
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the home-produced bangles were not taxed. The imports 
of bangles were valued at Rs, 24 lakhs for 1938-39; the value 
of home-produced bangles for 1938-39 is not available. But 
the Tariff Board appointed to inquire into the case for pro- 
tection of glass industry made a rough estimate of home 
production in 1929-30. On the assumption that the total 
value of glass bangles consumed in India has remained the 
same i.e. that the increase in. home production has been 
equal to the decrease in foreign imports, the bangle pro- 
duction in 1938-39 may be put at 176 lakhs of rupees i.e. 
7-1/3 times the value of imported bangles. Thus, less than 
l/8th of the expenditure of bangles is incurred on foreign 
bangles. The family expenditure on foreign bangles 
worked out in this method is too small to be taken into 
account. 

(ii) Celluloid Bangles: The family expenditure is so 
small that the tax paid through their consumption is in- 
considerable. 

(iii) Glass Beads and False Pearls: The case with 
these is the same as with celluloid bangles. 

(iv) Watches and Clocks: The duty on imported 
watches knd clocks was 50 per cent. Almost the whole of 
these used in India are imported, so that the duty on all 
the watches and clocks may be taken at 50 per cent. The 
wide variety of these and the different commissions given 
make any calculation of the difference percentage hard, 
hut it may he safely placed at 25 per cent. 

The taxes paid through expenditure on watches and 
clocks by various income groups are given below: 


Income. 

Expenditure on 
Watches and Clocks. 

Tax Paid. 

Rs. 

Rs. a. p. 

Rs. a. p. 

250 

0 0 0 

0 0 0 

500 

0 9 3 

0 2 6 

1,000 

1 14 0 

0 8 0 

2,000 

4 0 0 

110 

5,000 

7 3 0 

1 14 0 

10.000 

12 2 0 

3 3 9 


(v) Buttons: The expenditure on metalled buttons is 
very smalL 
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Vessels and Other Things — (i) Vessels of all Metals: 
’Though the family expenditure on the items is big, most 
of the vessels are made from home-produced metals only. 
The only metal imported in bulk was unwrought copper, 
and even this was only l/6th of the copper found in India. 
“Even when the metal is imported, the vessels are wrought 
here, so that the duty bears a very small proportion to 
vessel expenditure. It should, therefore, be ignored. 

(ii) — (iv) Porcelain, Cutlery, Glass Vessels, etc.; The 
duty on these, when imported from abroad, was 25 per 
cent; when produced at home, they had to pay no duty. 
We have no estimates of the home production of these 
articles. As in other such cases, our best efforts could not 
•succeed in getting satisfactory answers to consumption of 
the imported parts of these items from a sufficiently large 
number. We have, therefore, to rely on forming rough 
■estimates of their consumption for the various income 
groups from the figures we obtained in a very few cases 
viz. 84 budgets. Since similar difficulties confronted us 
in case of blades, ink and fountain pen, toilet, brush, pen- 
cil, etc., and since all these were taxed at 25 per cent, we 
take all of them together. ’ 

Expenditure of Various Income Groups 


Income 


Scales 


Item 




Its. 

,250 

Rs. 

500 

Its. 

1,000 


Its. 

3,000 


Its. 

5,000 

Its. 

10,000 

1. 

Procclain Vessels 


o 

0 

0 

o 


0 

4 

E 

0 

8 

0 

n 

12 


0 

12 

0 


Cutlery 

0 

4 

0 

mrnnm 


0 

12 

E 

0 

12 

0 

1 

o 


1 

0 

B 

3. 

Glass Vessels . . 

0 

0 

0 

0 

4 

0 

0 

8 

E 

0 

12 

0 

1 

El 

E 

1 

8 


4. 

Toilet 

0 

0 



El 


0 

4 

0 

0 

8 

M 

1 

8 

0 

8 

8 


5. 

Brush 


0 

0 


0 

0 

0 

0 

i 

0 

C 

0 

m 

8 

0 

0 

8 

0 

•6, 

Pencil, etc. 



0 


El 


0 

.4 

i 

0 

G 


0 

8 

E 

0 

8 

0 

r. 

Blades, etc. 



0 


4 

E 

0 

8 

1 

1 

0 

i 

1 

El 

0 

1 

4 

0 

. 8 . 

Ink, pen, etc. . . 





11 

0 

0 

8 

1 

0 

12 


1 

4 

Bi 

1 

8 

0 



0 

4 

0 

1 

4 

0 

s 

0 

0 

s 

0 

oj 

7 

8 


10 

8 

0 


On this group of miscellaneous articles, a percentage 
difference of 33 1/3 is assumed. The tax burden on dif- 
ferent income groups works out as xmder: — 
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Income. 

Expenditure. 

Duty Paid. 

R.S. 

Rs. a. p, 

Its. a. p. 

250 

0 4 0 

0 0 6 

500 

14 0 

0 3 0 

1,000 

a 0 0 

0 7 3 

2.000 

5 0 0 

0 12 0 

5,000 

7 8 0 

12 0 

10,000 

10 8 0 

19 3 

Foreign Games: 

The same difficulty exists here as 

with regard to the 

items discussed above. 

We have onljr 

taken it separately, because the tax on it is 50 per cent. 

Income. 

Expenditure* 

Tax Paid. 

Rs. 

Rs. a. p. 

Rs. a. p. 

250 

0 4 0 

0 10 

500 

10 0 

0 4 0 

1,000 

3 0 0 

0 12 0 

2,000 

5 0 0 

14 0 

5,000 

10 0 0 

2 8 0 

10,000 

13 0 0 

3 12 0 


Miscellaneous Things — (i) — (v) and (vii) — Soap, Polish,. 
Artificial Leather, etc: Foreign soap polish and artificial 
leather are used by a very limited number in Gujarat. 
We had, therefore, better omit them. 

(viii) Musical Instruments: The important foreign 
musical instruments used in Gujarat are the gramophone 
and the radio. The radio is treated separately after- 
wards; so that only the gramophone concerns us here. 
The expenditure on gramophones becomes of any conse- 
quence only in the income group above Rs. 1,200; even in 
that group, the annual expense is less than Es. 2. The rate 
of duty is only 50 per cent, so that the tax on Es. 1,000 in- 
come will work out at less than 8 annas. This item, 
therefore, had better be ignored. 

(ix) Painting and .other Materials: In Gujarat, a 
few among the rich classes take to this. It is a matter; 
of individual fancy. We, therefore, do not propose to 
take this into account. 

“ (x) Petrol: To allocate this is a simple task, for a 
specific duty per gallon is levied on it. The tax was 10 


1 Based on 92 budgets. 
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annas in 1938-39, but out of this 2i annas were credited 
to the Road Fund; so that we should calculate the duty 
only on the basis of annas per gallon. 


Income. 

Petrol Consumption. 

Tax Paid. 

Rs. 

Gallons. 

Rs. 

a. 

P- 

250 

.. 

0 

0 

0 

500 

, , 

0 

0 

0 

1,000 

, , 

0 

0 

0 

2,000 

, , 

0 

0 

0 

5,000 

SO 

16 

14 

0 

10,000 

180 

84 

0 

0 


Clothes — (i) Cotton Clothes: A duty of 50 per cent 
was levied on Japanese cloth, and of 15 per cent on Bri- 
tish cloth generally. The figures of Indian production 
are available, but different income groups consume these 
three types of clothes in varying proportions. We think 
it better to proceed on the expenditure on Japanese and 
■British clothes that we could get in case of some families 
— 325 in case of Japanese cloth and 343 in case of British 
cloth. We have taken the percentage difference at 25 
.per cent. 


Income. 

Expenses on 
Japanese 
Cloth. 

Expenses 
on British 
Cloth. 

Tax on 
Japanese 
Cloth. 

Tax on 
British 
Cloth. 


Total Tax 
on Cotton 
Clotli, 

Rs. 

Rs. 

a. p. 

Rs. 

a. p. 

Rs. a. 

P- 

Rs. a. 

P.- 

Rs. a. p. 

250 

0 

0 0 

0 

0 0 

0 0 

0 

6 0 

0 

0 0 O 

500 

2 

0 0 

0 

0 0 

0 8 

C 

0 0 

0 

0 8 6 

1,000 

4 

0 0 

2 

0 0 

1 1 

0 

0 8 

8 

14 8 

2,000 

6 

0 0 

. 5 

0 0 

1 0 

C 

0 8 

3 

2 10 

5,000 

10 

0 0 

15 

0 0 

2 10 

0 

1 9 

0 

4 3 0 

10,000 

IS 

0 0 

20 

0 O' 

4 0 

0 

2 1 

0 

0 16 


(ii) — (iii) — Silk and Artificial, Silk: A duty of . 50 
per cent on the whole was le'vied on silk and artificial 
silk imported from abroad. According to the Tariff 
Board Report appointed to inquire into the case for 
protection of silk industry, 45-50 per cent of the total 
silk consumption was produced at home.'' Assuming that 
the same proportion subsists to-day, and a 25 per cent 
difference between wholesale and retail prices, the duties 
are worked out as under; — - , - - 


1 Report "on the SericuUural Industry, 1833, para IS^t. 


IS 
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Income. 

Expenses on Silk 
and Artificial Silk. 

Duty Paid 

Rs. 

Rs. a. p. 

Rs. a. p." 

500 

2 4 0 

0 5 0 

1,000 

7 0 0 

0 15 0 

2,000 

14 0 0 

1 13 9 

5,000 

19 0 0 

2 8 0 

10,000 

37 0 0 

4 14 9 


Woollen Clothes and Shoes: Most of the woollen 
clothes and shoes used in Gujarat are home-produced. 
Only in rare cases, foreign shoes or imported woollen 
clothes are used. 

Umbrellas: Only a part of the -umbrellas sold is im- 
ported from abroad. Considering the expenditure on 
umbrellas by various groups in Gujarat, the duty paid 
must be small and not worthy of any attention. 

Overcoats: They are seldom \ised in Gujarat and 
foreign overcoats are almost a sight. This item is, 
therefore, better ignored. 

Paper and Stationery: Almost all the Indian paper 
ordinarily used for writing is produced at home. The 
higher quality foreign paper for writing is seldom resort- 
ed to in Gujarat, so that no calculations are necessary on 
this account. 

Radios:. A tax of 50 per cent was levied on radios 
imported from abroad. Almost all the radios are import- 
ed from abroad. The great bargaining usually resorted 
to in radio purchases makes it hard to calculate the dif- 
ference between the f.o.b. price and the retail price; but 
a 33 1/3 per cent margin is not wide of the mark. 


Income. 

Expenditure. 

Tax Raid 

Rs. 

Rs. 

a. p. 

Rs. 

a. p. 

250 

0 

0 0 

0 

0 0 

250 

0 

0 0 

0 

0 0 

500 

0 

0 0 

0 

0 0 

1,000 

0 

0 0 

0 

0 0 

2,000 

4 

0 0 

1 

0 0 

5,000 

12 

0 0 

3 

0 0 

10,000 

15 

0 O 

3 

12 0 


Fans, Batteries, Electric Wires, Meters, Motor Cycles 
and Refrigerators; The expenditure on each of these 
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items is so small and accidental that it had better be 
ignored. 

Motor Cars: A duty of 37^ per cent was levied on 
cars imported from non-Empire countries; Empire cars 
had to pay a duty only of 30 per cent. The former yield- 
ed 57 lakhs of rupees in 1938-39, while the latter 30 lakhs, 
so that the duty on the whole worked out at a rate of 35 
per cent. The prices of cars are usually a matter of much 
individual bargaining, but a 25 per cent margin is 
usual. 


Income. 

Expenditure. 

Tax Paid, 

Rs. 

Rs. 

a. 

P- 

Rs. a. p. 

250 

0 

0 

0 

0 0 0 

500 

0 

0 

0 

0 0 0 

1,000 

0 

0 

0 

0 0 0 

2,000 

0 

0 

0 

0 0 0 

5,000 

90 

0 

0 

10 14 0 

10,000 

250 

0 

0 

51 13 0 


Cycles: Imported cycles were taxed at 30 per cent 
when from non-Empire countries, and at 20 per cent when 
from Empire countries. The duty on the whole, came to 
22 per cent. Worked out on this basis, the duty amounts 
to less than two annas for Rs, 500 income scale, and so 
on; it had, therefore, better be ignored. 

Raw Materials and Machinery: It is hard to allocate 
definitely these duties, which, according to Messrs. Gre- 
gory’s and Natu’s calculations, amounted to Rs, 17,68. 
lakhs in 1937-38, when the Customs’ duties on consump- 
tion goods and the Central Excises amounted to Rs. 42,86 
lakhs (2:5 proportion). The 1938-39 figures for the former 
are not available. Assuming that (a) the same proportion 
was retained between them and Central duties on con- 
sumption goods; and that (b) since the incidence of these 
duties must be somewhere between those of the Provincial 
and Central excises on the one hand and of duties on 
luxuries on the other, each income group contributed to 
them in the same proportion as to customs and excises 
(excepting duties on liquor), the burden works as follows; — 
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sro 


Income. 

Customs Dntj' nnd Excise 
Duty on Consumption 
Goods (excepting 
toddy, etc.) 

Tax Paid on 
.Materials an 
Macliiticiy 

Rs. 

Rs. a. p. 

Rs. a. p. 

230 

.17 0 

1 12 0 

300 

7 3 3 

2 14 0 

1,000 

12 8 0 

3 0 0 

2,000 

27 7 C 

10 13 9 

5,000 

81 3 0 

32 8 0 

10,000 

100 C 0 

70 12 3 


Total Customs and Excise Duties 

The total Customs and Excise Duties paid by various 
incomes work out as follows: — ’ 

Total Customs and Percentage of 

Excise Duties. Income Paid. 


Rs. 

Rs. a. 

P- 


230 

11 13 

9 

1.8 

500 

21 8 

0 

-4.3 

1,000 

2S 11 

f» 

2.0 

2,000 

30 0 

0 

1.8 

5,000 

115 C 

C 

2.3* 

10.000 

290 7 

G 

‘3.0* 


Since we have assumed that after Rs. 10,000 income 
the Customs’ and Excise Duties paid do not increase, -the 
percentage paid will go on falling in proportion to the 
rise in income. 

(e) Electricity Tax 

The tax was levied in most of the cities at one anna 
a tinit, but also at ith of an anna in some places. -This 
however presented no difficulty as the consumers could 
themselves tell the tax they paid. 

The taxes for various incomes are given below: — 


Income. 

Electricity Tax. 

Rs. 

Rs. a. p. 

230 

0 5 0 

500 

10 0 

1,000 

18 0 

2,000 

3 0 0 

.3,000 

6 12 h 

10,000 

11 0 0 


1 For o fuller table, vide 'Appendix F. 

2 The slight 'rise in percentage'after the Rs. •2,000 inedme group is due 
to luxury taxation — that on foreign liquors, cats and petrol. 
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{£) Entertainment Taxes 

The tax, while fairly simple, is by bracket system; 
and tickets not exceeding four annas were exempted from 
tax. The tax has, therefore to be worked out on rough 
assumptions. 


Income. 

Expenses on 
Entertainments. 

Rs. 

Rs. a. p. 

2.50 

12 0 

500 

2 11 0 

1,000 

5 4 0 

2,000 

12 0 0 

5,000 

20 0 0 

10,000 

32 0 0 


Tax Paid. 

Rs. a. p. 

0 0 0 
0 0 0 
0 4 . 0 
18 0 
0 0 0 
5 0 0 


<g) Stamps 

(i) Non-Judicial: These duties yielded 77 lakhs of 
rupees in 1938-39 in the Bombay Province. But as we 
have seen, their incidence is so uncertain, and their bur- 
den on persons within the same income group so different 
that it is not possible to allocate them. Moreover, we 
have no detailed information of the proceeds from stamps 
on different kinds of transactions. Since, as we have 
seen, the stamp duties are in some cases ad valorem, m 
some cases flat, and sometimes a mixture of both, an 
they partake of different characters,— sometimes a busi- 
ness tax, sometimes a tax on property transactions, and a 
times even a fee paid for a privilege, there is no possi 
bility of even apportioning them very roughly. 

(ii) Judcial: As we have seen in Chapter VIII, it is 
not possible with the present data to say whether an o 
what extent the proceeds from judicial stamps contain a 
tax element. We have, therefore, to ignore these duties. 


(li) Registration Fees 

A priori, they seem to be not exceeding the a 
benefit conferred. They are, therefore, not taxes at all. 

{i) Motor Vehicles Taxation 

While the primary purpose of this Act is 
tion of vehicles, in recent years the tax has also brough 
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handsome revenues. In the year 1938-39 the tax yield- 
Rs. 41,54,000 in Bombay Presidency. Out of this sum 
. 18,63,000 were paid as compensation to local bodies^ 
and Rs. 1,05,000 were credited to Provincial Road Fimd, 
so that a net sum of Rs. 21,86,000 remained to the Provin- 
cial Government as tax proceeds. The main rates of 
t^es for private cars under the Bombay Vehicles Taxa- 
tion Act are as follows; — 


Maximum Annual Rate of Tax 
For Vehicles solely For other 
fitted ivith pneu- Vehicles. 


(a) 

Vehicles not exceeding 15 cwt. in 
•weight, unladen . . 

matic tyres. 

Rs. 40 

50% 

in addition.. 

(b) 

Vehicles exceeding 15 cvrt. but not 
exceeding 30 cwt. in iveight, un- 
laden 

Rs. 60 

9t 


(e) 

Vehicles exceeding 80 cwt. but not 
exceeding 45 civt. in w-eight, un- 
laden 

Rs. 80 

»» 

>» 

(d) 

Vehicles exceeding 45 cwt. in •weight, 
unladen 

Rs. 110 


if 


Car-owners could easily say the amount of Vehicle 
tax that they paid. Half of this has been taken as tax, 
burden, as 50 per cent of the tax proceeds go either to 
local bodies or for road development; the indirect burden 
on consumers through this tax has been neglected. 


Income. 

Rs. 


Tax Paid. 
Rs. a. p. 


250 

500 

1,000 

2,000 

5,000 

10,000 


0 0 0 
0 0 0 
0 0 0 
0 0 0 
8 0 0 
25 0 0 


(j) Proceeds from Commercial Departments 

We agree with Sir Herbert Samuel in general that 
the net revenue from a commercial department should he 
considered as a tax on the services rendered by that 
department. However, in case of forests and irrigation, 
we have already indicated our disagreement, as the for- 
mer render a competitive service, and the latter confer a 
.measurable benefit which the prices charged did not ex- 
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ceed. Since the commercialization of the Post and Tele- 
graph Accounts, no surplus accrued to General Revenues 
from this Department till 1939-40. The only department, 
therefore, that did pay a tax to the Government, was the 
Railways which yielded 137 lakhs of rupees in 1938-39. 
But so many different services are rendered by railways, 
and the rates are so regulated, that it is not possible to 
apportion the tax. 


Total Burden on Urban Income Groups 

The total tax burden on various urban income groups 
is worked out in Appendix F. For sake of convenience it 
is summarized here. 


Income. Tax Burden Borne 


Percent to Income. 


Rs. 

Rs. 

a. 

P- 

2S0 

12 

4 

9 

500 

22 

8 

6 

1,000 

30 

10 

9 

2,000 

41 

8 

0 ( 

5,000 

303 

0 

6 ( 

10,000 

846 

12 

0 ( 

15,000 

1,354 

9 

6 ( 

30,000 

3,555 

1 

0 ( 

50,000 

8,406 

0 

6 ( 

1,00,000 

19,092 

8 

0 ( 

3,00,000 

83,450 

0 

6 ( 

5,00,000 

1,73,727 

12 

6 ( 

10,00,000 

4,50,974 

5 

6 ( 

20,00,000 

10,28,852 

1 

6 ( 

30,00,000 

15,90,731 

4 

6 ( 


40 

S 

0)’ 

4.9 

4.6 

3.1 

2.1 

( 2 ) 

297 

8 

6) 

6.1 

( 5.0) 

892 

11 

C) 

8.5 

( 8.0) 

1,517 

11 

6) 

9 

(10.1) 

4,174 

0 

«), 

11.9 

(13.9) 

0,480 

0 

C) 

16.8 

(19 ) 

26,801 

0 

6) 

19.7 

(20.4) 

1,12,299 

0 

6) 

27.8 

(37.4) 

2,15,424 

0 

0) 

34.7 

(43.1) 

5,12,209 

0 

6) 

45.7 

(51 .2) 

11,00,040 

0 

0) 

51.3 

(55.8) 

16,09,799 

0 

c) 

53.2 

(50.7) 


B. Rural Incomes 


So far, we have been concerned with assessing the 
tax burdens on the various income groups in the cities. 
Now, we shall pass on to consider the burden in the vil- 
lages. 

Our original idea was to deal with vHlage groups in 
the same way as with those in the city i.e. to ascer n 
from them their income, their expenditure on taxed items, 
their payments of direct taxes, and proceed on the aver- 


^ 1 The figures in hrackets ropr«ent Sorapplic’'^^^^^ 

of 1080-40 income and super tax ra^. Though y pcacc- 

In 1088-80, and are technically outside our scope, they are a parr oi pc 
time taxation and vrill stay after the war. 
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age plan. But after careful investigation we found that 
such a procedure v/as out of question. Most of the village 
families we visited were in no position to answer those 
questions with anything approaching that clarity and 
precision which we witnessed even in the lowest income 
groups in cities. Most of them had not a rough idea even 
as to their own income. Some of them laughed at the 
naive idea of an urban man, who could think that even 
those, who hardly had enough to eat twice, had an in- 
come. Only by a series of questions — in the case of culti- 
vators regarding crops grown on their field, their price in 
the nearest bazaar, tlie costs of cultivation, etc., and in 
case of landless labourers or artisans by other appropriate 
questions some rough idea of their incomes could be 
arrived at. To know their expenditure was even more 
difficult. It required heroic efforts on their part to esti- 
mate their expenses even on the main items like food, 
clothing, etc.; as to the expenditure in detail that we 
wanted, they often shook their heads. It was only by 
leading questions that any replj' could be elicited from 
them. In our village tour we were able to collect about 
250 budgets, and our statements are based on their aver- 
ages. But this only means that we visited 250 persons in 
villages to correct, check, and make more vivid the im- 
pression we obtained from the leading villagemon regard- 
ing their income and expenditure habits, and our calcula- 
tions are based on these impressions. - The results, there- 
fore, -though the best possible under the circumstances, 
must be interpreted with due caution. - - • 

For the purpose of measuring the tax burdens, it is 
convenient to divide the rural population into four broad 
classes; — (a) Landless Labourers, (b) Artisans, (c) Land- 
owners and (d) Traders. , - 

(a) Landless Labourer 

The payment in kind, that prevails in the case of a 
large number of them who are bound down to particular 
landowners, and the uncertainty of work in case of others^ 


1 For fuller details, see Appendix D. 
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combined with the widely different wages prevailing in 
different villages make any estimate of their average in- 
come rather -unreal. Our budgets give an average of 
Rs. 150 a year per family. The village labourer spends 
only on a fe-w of the items in our questionnaire; salt, 
sugar, kerosene, matches, and toddy and other intoxicat- 
ing drugs are the only taxed items he uses. The tax he 
pays by consumption of these items is calculated below:— i 



Item. 

Quantity 


Tax Paid 



Consumed 


Rs. a. p. 

1 . 

Salt 

. 30 seers. 


0 7 6 

2. 

Sugar 

, 20 seers. 


0 6 0 

3. 

Country Spirit, toddv,* canja, bhnng. 





opium, etc 

# • . . 


4 2 3 

4. 

Iverosonc 

3 gallons 


0 0 8 

S. 

Matches 

0 dozen 


0 7 6 

0 . 

Raw materials and machinery . . 



0 12 0 


0 13 9 


(b) Artisan 

This class comprises many dignitaries like the car- 
penter and the blacksmith found in some villages only, 
and the potter, etc., found in every village. The average 
income of a representative person of this class is Bs. 250 
a year. The artisan spends on the same taxed items rs 
the' landless labourers; only he spends a little more. The, 
tax burden on him is calculated below: — 



Item. 

Quantity Consumed. 

Tax Paid 
Rs. a. p. 

1. 

Salt 

. 30 score 

0 9 0 


Sugar 

. . 40 seers 

0 13 3 

ii. 

Countr\' Spirit, etc.* 

. . . . V . 

4 2 3 

4. 

Kerosene 

. . 5 gallons 

0 13 6 

5. 

Matches 

. . 0 doren 

0 11 3 

6. 

Raw ninlerinis nnd Machinery . . 

• • • • a « 

1 3 C 

S 0 0 


1 The calculations have been made in the same -n-oy ns on uiban incomes. 

2 For caloiiations tegarding this, sec Appendix II. 
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(c) Landowners and Tenants i 

Tliis group comprises the greatest variety. There are 
cultivator owners and tenants in Gujarat, whose condi- 
tions are little better than those of permanent landless 
labourers; on the other hand, there are fairly prosperous 
farmers. The majority of them are somewhere between 
the two. Their income on an average is Us. 400 a year. 
In their case, the biggest tax is land revenue, and this, as- 
we have already seen, does not bear any fixed ratio to 
income. At most it is roughly assessed in proportion to. 
the rentals the land is likely to fetch, and in many cases, 
not even this. The cultivator’s income from other 
sources, and the fluctuations in his income every year- 
make the variations -wider. Oim budgets give Rs. 60 as 
average revenue paid. 

The total tax burden on the farmer works out as. 
follows; — 


Item. Quantity Consumed Tax Paid" 

or Expenditure. 

Bs. a. p." 


1. 

Salt 

. . 40 seers 

0 10 

0 

2. 

Sugar 

. . 50 lbs. 

1 0 

9 

3. 

Betelnuts 

. . Rs. 1-8-0 

0 4 

0 

4. 

Country Spirit, etc.* . . 

« • » • • 

2 1 

3 

S. 

Kerosene . . 

. . 8 gallons 

1 8 

9 

6. 

Matches 

. . 1 gross 

0 15 

0 

7. 

Ba-w materials and Machinery . . 

• • • » • > 

1 12 

3 

8. 

Land Revenue 

* . . * . • 

60 0 

0 


68 4 0 

Land revenue being the most important tax in case 
of a farmer, the additional tax burden that he pays by 
way of commodity taxation as his income increases does 
not make much difference to the percentage he pays in 
taxation. But for purposes of clarity, the tax burden on a. 
farmer -with an income of Rs. 1,000 is shown below^: — 

These have -been grouped together, because there are many persons 
in British Gujarat -who belong simultaneously to both these groups. The 
burden of land revenue has been assumed to he on the party -which has 
actually to pay it, according to the terms of the tenancy. 

2 For calculations regarding this, see Appendix IT. 

8 TWs is based on 25 family budgets of farmers with incomes over 
Bs. 800. 
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1 . 

2 . 

3. 

4. 

5. 
C. 
7. 

a. 

0 . 

10 . 

11 . 


Item. 


Salt 

Sugar 

Betelnuts , . 

Dried Fruits 
Country Spirits, etc.^ 

Kerosene . . 

Matches 

Foreign Cloth (Japanese) 
Watches and Clocks 
Raw Materials and Machinery . 
Land Revenue 


Quantity Consumed Tax Paid 
or Expenditure. 

Rs. a. p. 


. . 56 seers 

. . 84 lbs. 

. . Rs. 2-1-0 
. . Rs. 2-0-0 

. . 12 gallons 

. . 1 gross, 3 dozen 

. . Rs. 2-0-0 
. . Rs. 1-0-0 


0 14 0 

1 12 0 
0 5 0, 
0 5 6 
2 18 

2 5 0 
12 9 
0 8 6 
0 5 6 

3 10 
150 0 0 


162 12 6 


(d) Trader 

His average income is Rs. 350. The burden on him 
is worked out below: — 



Item. 

Quantity Consumed 

Tax Paid, r 



or Expenditure. 

Rs. a. 

P 

1. 

Salt 

. . 88 seers. 

0 9 

0 

o 

Sugar 

. . 45 lbs. 

0 15 

0 

3. 

Betelnuts . . 

. . Rs. 1-4-0 

0 3 

0 

4. 

Country Spirits, etc.* 

. . . . • • 

2 1 

3 

5. 

Kerosene . . 

. . 7 gallons 

1 5 

6 

6. 

Matches . . 

. , 1 ^oss 

0 15 

0 

7. 

Raw Materials and Machinery . . 

* . ..... 

1 0 

0 


r 11 6 


As his income increases, the tax burden on him will 
increase in the same way as on his city brother. He will 
only pay a little less by ivay of commodity taxation 
because of his village life. 

Total Burden on Village Groups 

The percentage burden on rural groups works out as 
under: — 


I.andless Labourers 4,0 percent 

Artisans . . . . . . • - 3 .4 „ 

Farmers (i) Rs. 400 Income .. 17.1 „ 

(ii) Rs. 1,000 income .. 10.8 „ 

Village Troders .. .. .. 2,2 „ 


1 For calculations regarding tliis, sec Appendix H. 
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III. Conclusions 

A glance at the table on page 279 showing the total 
burden of taxation on urban income groups, and at the 
table on page 283 showing the percentage of incomes paid 
in taxation by rural groups, leads to the following con- 
clusions; — 

(a) Both on grounds of justice and need for impetus 
to production, the “subsistence minimum” should be 
exempted from taxation. The exact definition of this 
term has given rise to many a heated debate; but v/hat- 
ever theoretical differences may exist, there will be a 
general unanimity that in urban Gujarat an income of 
Rs. 250 was below this minimum. In spite of this, under our 
tax system a representative person of this income group 
had to pay 4.9 per cent of his income in taxation. 

(b) It will also be generally agreed that an mccme 
of Rs. 500 was perilously near the subsistence level in 
Gujarat. A person earning that income should, there- 
fore, be taxed lightlj', if at all. Our pre-war tax, system 
wolated against this canon, and imposed a burden of 4.5 
per cent on him. 

(c) In urban Gujarat, a few conventional necessaries 
and occasional luxuries could be afforded with an income 
of Rs. 1,000. It was, therefore, with this income that our tax 
burden should have begun. According to our calculations, 
the burden on a person earning Rs. 1,000 in 1938-39 was 3.1 
per cent. This was not excessive in itself, but compared 
with the burden on higher .income groups,’ there was muclr 
to be said against it. 

(d) The realm of necessity was definitely left far 
behind at the income of Rs. •2,000. The Rs. 2,000 income 
group must, therefore, be taxed substantially. Our 1938-39 
tax system, however, let off this group lightly. The burden 
on it was actually lower than those on the lower income 
groups — 2,1 per cent only, 

. , ^ tVhile our assumptions reparding the consumption of countrj' litjuor, 
"’'Bl’t ’have slightly exaggerated the actual regression among 
OTTcr income groups, (the possibility that thev have softened it is greater) 
^ne fact of the regression cannot be denied.' 
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(e) A person earning Rs. 5,000 could afford many com- 
forts in Gujarat; an income of Rs. 5,000 should, therefore, 
have been taxed at a higher rate than the average of total 
tax proceeds to total national income. (8 per cent.) But 
our 1938-39 tax system took only 6 per cent of this income. 

(f) With an income of Rs. 10,000 one can proceed far 
into the realm of luxuries, and at Rs. 30,000 a life of ex- 
treme luxuries can be enjoyed. The tax burden s ou , 
therefore, be heavy on Rs. 10.000, and should reach very 
near the maximum on Rs. 30,000. But the bur ens otx 
these incomes were only 8.5 per cent and 11.9 per cen res 
pectively. Even on an income of Rs. 1,00,000 the burden 
was 19.7 per cent only. While different, though reasonable, 
assumptions regarding luxury taxation will show 
burdens on higher incomes, i the difference wil not be 
appreciable. A much steeper rise in the mcome tax rates 
in the earlier stage would be more desirable, ^ud also 
more productive of revenue. The new income 

of 1939-40 have steepened the progression on incomes 
above Rs. 30,000, but it comes “too late and is too 

(g) The position with regard to villages groups was 
much worse. The landless labourer 

paid 4.6 per cent by way of taxation; .he 

Ullage artisan paid 3.4 per cent, and the 

2.2 per cent. The comparatively » ^ 

heavily. Land revenue payments soaked him d y. 

at a great disadvantage compared with a city man earning 

the Lme income from non-agricultural 

rose high up the income scale, when his ex p 

income tax and the comparatively less 

by way of commodity taxation atoned him 

land rWenue tax. This was 

where the income tax amounted to about 14.. J- 

farmer earning more than this income would be 
vantage compared with his colleague m city became 
of the lack of progression in land revenue rat es. But this 

■ 1 We 

maximum at Rs. 10,000 income. 
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is only a theoretical advantage as far as the farmers as 
■a class are concerned, for such rich farmers are very few, 
and apt to be absentee landlords spending most of the 
time outside their villages. Since a lion’s share of the 
benefits of the limited social expenditure that is incurred 
by the governments in India goes to the cities, this regres- 
sion among lower village groups and the high burden of 
taxation on them are sj)ecially reprehensible. 

(h) While detailed comparison between our calcula- 
tions and those regarding the burden of taxation in U.K. 
given in Appendix J are not possible in view of the differ- 
ences in per capita income, the degree of economic deve- 
lopment, the ways of spending of the two Governments 
and the methods of calculation, a few broad remarks of a 
general nature can be made. The regression that we ob- 
serve in the taxation of our lower income groups is also 
to be found in U.K. But U.K. spends a much greater pro- 
portion of its expenditure on Social Services, In our coun- 
try, we have few Social Services; Old Age Pensions, Sick-, 
ness Insurance, Unemployment Belief, etc. are conspicuous 
by their absence. The few services that we have like 
Education and Public Health are but little developed. 
Whereas the British Government spent about 25 per cent 
of its tax revenue on Social Services in 1936, ^ India spent 
on similar services less than 9 per cent of its tax revenue 
in 1938-39.2 The huge social expenditiure in Great Britain 
not only tones down regression of the tax burden among 
lower income groups, but also returns to the poor more 
than what is taken from them by way of taxation.® Look- 


1 Calcidated from Hicks, The Finance of British Government, 1920-36, 
p. 382 and Statistical Abstract for U, K., 1938. 

2 The expenses on Education, Medicine and Public Health in 1938-89 
■vrere Rs. 1,815 lakhs in Eritishindia; the total expenses on Revenue Accounts 
■were Rs. 20,746 lakhs. Thus, the expenditure on Social Services amounted 
to only about 8.7 per cent of the total expen^ture. 

8_ It has been calculated by Mr. Colin Clark that “ the net effects of 
taction and local rates in 1935 can be described as a redistribution of £91 
rnuhons from the rich to the poor in the form of services, other than those 
provided for from -working class taxation ” — ^National Income and Outlay, 
P- 1^. Even if local rates and local benefits be excluded the result -would 
not be different. 
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ing to the meagre amormt, and the method of administra- 
tion, the transfer effects of our expenditure on Social Ser- 
vices must be negligible. 

It will be observed that in U.K. the progression in tax 
burden after tlie first few income groups is much steeper, 
and for the highest groups the burden is much higher than 
that in India. The first feature must be immediately intro- 
duced in the Indian taxation system; the second should 
•he copied, provided the State takes up a substantial role in 
providing capital for further development of industries. 



APPENDIX A 


I 

main items of revenue of the central and 

THE provincial GOVERNMENTS, 1938-39 

% to the 
In InWis ot total Govt. 

Rupees Revenues 
(Central and 
Prov.). 

Central Government 

Customs 40,31 25,0 

Central Excise Duties .. .. .. .. 8, CO 5.4 

(i) Motor Spirit 1,24.7 

(ji) Kerosene 07.9 

(Hi) Sugar 4,23.6 

(iv) Matches .. .. .. .. .. 2,17.9 

(«) Steel Ingots . . , . , , , . 38 ,2 

(vi) Miscellaneous .. .. .. .. 0.1 

Refund .. .. .. .. .. .. — 0.6 

Salt 8,12 5.0 

Corporation Tax .. .. .. .. .. 2,01 1.3 

Taxes on Income other than Corporation Tax .. 13,74 8.5 

Opium .. .. .. .. .. .. 51 0.3 

Interest .. .. .. .. ..' .. 74 0.5 

Civil Administration .. 1,05 0.0 

Currency and Interest . . . . . . . . 58 0 .4 

CivinVorks 32 0.2 

Receipts from Indian States . . . . . . 01 0 .4 

Other Sources of Revenue . , . . . . . • 2,02 1 .2 

Posts and Telegraphs (Net Contribution to General 

Revenue) ., .. 19 0.1 

Railways (Net Contribution to General Revenue) 1,37 0.8 

>0 
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Percentage to 
Total 

Provincial Governments 


In lakhs 
of rupees 

re\-enue 
Central and 
Proiincial 

Customs’ Duties 


25 

1.2 

Taxes on Income other than Corporation Tax 


1,50 

0.9 

Agricultural Income Tax 


— 

.... 

Land Kcvenue 


25,94 

16,0 

Prosuncial Excises . . 


13,54 

8.4 

Stamps, Judicial and Non-Judicial 


984 

6.1 

(n) Non-Judicial Stamps , . 


338 

.... 

(6) Judicial Stamps 


540 

— 

Forests 


277 

1.7 

Registration . . 


113 

0.7 

Registration under Motor Vehicles Act . . 


187 

1.2 

Other Taxes and Duties 


148 

0.9 

(a) Tax on Entertainments and Luxuries 


S3 

.... 

6) Receipts from Electricity Duties 


40 

.... 

(f) Tobacco Duties 


25 

— 

(d) Sugar Cess (U. P.) 


28 

.... 

(c) Regulation of Cloth Sales (Madras) . . 


1 

— 

Irrigation 


918 

.5.7 

Interest Receipts 


176 

1.1 

Civil Administration 


570 

S.5 

Civil Works and Mis. Public Improvements 


235 

1.5 

Miscellaneous 


146 

0.9 

Contributions and Mis. Adjustments between 



Central and Provincial Governments 


308 

1.9 

Extraordinary Items 

•• 

83 

0.5 

Total Revenue 


162,00 
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II 

MAIN ITEMS OF REVENUE OF THE BOMBAY 
GOVERNMENT, 1938-39 

(In Lakhs of 
(Rupees). 

Taxes on Income other than Corporation Tax . . 30 .0 

Land Revenue 3,54.0 

Provincial Excises 2,89 .8 

(а) Country Spirits 1,88.3 

(б) Country Fermented Liquor . . . . 03 .3 

(c) Wines and Spirits . . . . . . 22 .8 

(d) Receipts from Commercial Spirits . . 3.5 

(e) Opium . . . . . . . . . . 1 8 .4 

(/) Duties on Medicinal and Toilet Prepara- 
tions containing Alcohol, Opium, etc. 2.2 

(g) Hemp and other drugs 17 .1 

(/i) Receipts from Distilleries . . . . 25.7 

(t) Fines, Confiscations and Jliseellaneous 1 .4 

Stamps .. .. .. .. .. .. 1,44.4 

(a) Non- Judicial 77.3 

(i) Stsunp Duties on Bills of Exchange, 

Cheques and other Commercial 
Documents . . , . . . 10 .0 

(it) Other Non-Judiciul St<imps . . .53 .8 

(Hi) Duty on Impressing Doennicnts .. 4.2 

(h) Judicial .. .. .. .. .. 07.1 

Forests . . . . . . . . . . . . 40 .0 

Registratiqn . . . . . . - . - - . . 14 .4 

Receipts under Motor Vehicles, etc , , 45.4 

Other Taxes and Duties .. .. .. .. 04.0 

(a) — ^Taxes on Luxuries 23.7 

(b) — ^Electricity Duties . . . . . . 18 .0 

(c) — Tobacco Duties . . . . . . . . 22 .4 (20 .0 from 

Bombaj’ City) 

Irrigation, Navigation, Embankment, etc. . . 21 .0 

Debt Service , . .. .. 72.2 

Civil Administration . . . . - • - • 91 .9 

Civil Works 48 .4 

Miscellaneous.. .. .. -. -• •• 20.0 

Extraordinary Receipts . . . . . . . . 0.8 


12,45.0 
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APPENDIX G 


ENGLISH VERSION OF OUR QUESTIONNAIRE RE: 
FAMILY BUDGETS (WITH AN EXPLANATORY NOTE). 

Name of the Head of the Family; 

Address: 

Religion and Caste: 

No. of Family Members staying at the above address; 
Adults (above 14): 

Children (below 14); 

No. of Other Members (including Domestic Servants) 
dining at the above address: 

No. of Earners in the Family: 


Occupation 



How 

How much 






Earners 


Total 

Income 


X. 

2 « 

3 . 

4 . 


Total Family Income 


. * Those families, which stay in their own houses, should aid to their 

incomes that sum which they would obtain if Uiey rented their houses. 
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tlXPENDITURE 


Item 

Ouautity 
consumed 
in a month 

Rale 

Monthly 

Expendi- 

ture 

Note 

Food : 

1. Salt 

2. Potatoes 

3. Sugar 

4. Cloves 

5. Nutmegs 

0. Cocums 

7. Betelnuts 

8. Almonds 

9. Dates . . 

to. Caslie-wnuls . . 

11. Raisins & Currants . 

12. Bidis 

13. Cigarettes 

14. Cigars 

15. Tobacco (for smoking) 





Drinks : 

1. Toddy 

2. Countrj’ Liquor 

S. Foreign liquor (made in 
India) 

4. Ale, Beer, etc.. . 

5. Spirits 

0. Wines . . 

7. Opium . . 

8. Bhang . . 

9. Ganja . . 

10. Charas . . 

11. Prepared Tea . . 

12. Prepared Cofice . . 

13. Patent Medicines 



, 


Fuel and Lighting : 

1. Kerosene 

2. Methylated Spirit 

3. Matclies 

4. Lamps (Glass). . 

6. Lamps (Metal) 

0. Stoves . . 

7. Gas ainnfels . . 

8. Chimneys 

0. Elcetrie Globes 





Wearing Apparels : 

1. Glass Bangles 

2. Celluloid Bangles 

n. False Pearls and Beads 
(Glass) .. ..I 

4. Clocks and Watches j 

5. Buttons .. ..* 
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Item 1 

Quantity 
consumed 
in a month 

! 

Rate j 

Monthly 

Expendi- 

ture 

Note 

Vessels and other Things ; 

1. Iron, Steel, Copper, 
Brass, Bronze, German- 
silver, Nichel, Alumi- 
nium, Tin, l«nd. Zinc, 
etc. 

2. Chinese Earthenware. . 

3. Cutlery (Scissors, 

Knives, etc.) . . 

4. Glass Vessels . . 

^ 1 

1 

1 

i 

i 

1 

1 

1 

i 

Miscellaneons Things ; 

1. Bathing Soap .. 

2. Toilet Requisites 
(Comb, Powder, Tooth- 
Powder, etc.) .. 

3. Polish (Boot, Jletal, 

etc.) 

4. Brush (for combing, 
tooth-brush, etc.) 

5. Leather Materials 

(Artificial l,catbcr) . . 

6. Cards, Toys, Games, 

etc 

7. Pencils . . 

8. Musical Instruments . . 

9. Painting Materials 

10. Petrol .. 

1 

1 

1 

1 

! 

! 

1 

i 

i 

i 

i 

[ 

i 

1 


Item 

No. of 
articles 
in use 

Cost per 
article 
bought 

Total cost 
of 

articles 

Duration 
for which 
the article 
will last 

Annual 

Expendi- 

ture 

Clothes ;* 

Cotton Clothes 
(For Men) 

1. Dhotis 

2. Lrmgis 

3. Turbans . . 

4. Caps 

5. Bandis 

0. Shirts 

7. Ganjifrocks 

8. Coats 

0. Hats 

10. Pants 
n. Ties 

12. Kafanis , . 







• 1 he tailoring charges should not be added here. 
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Item 

No. of 
articles 
in use 

Cost pe 
article 
bought 

r Total CO 
of 

articles 

1 Duratic 
St for whic 
the nrtic 
will las 

n 

Ii Annual 

le Expendi- 
ture 

Clothes—CojiW. 
IS. Jackets . . 

14. 

15. 

Total 



1 



(For Women) 

1. Saris 

2. Odhanies 

S. Cholies 

4. Kabjas 

5. Chnnias . . 

S. Sadaras . . 

7. 

8. 

0. 

10. 

11. 

Total 






(For Girls) 

1. Odhanis , . 

' 8. Cholis 

S. Clianias , . 

Zablialas . , 

5. Lenglias . . 

S. Cliaddis . . 

7 Frocks . . 

8. 

0. 

10. 

Total 






(For Boys) 

1. Dhotis 

2. Coats 

S. Pants 

Shirts 

5. Zabhalas . . 

2" Caps 

J- Pyjamas 

8. Chaddis , . 

9. 

10. ;; 

'Total 
!• Sheets 

2. Pillars 

8. Kerchiefs 

4. Towels 

5. Napkins . . 

0. Sheets for 

Beds 



• 




20 
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No. of 

Cost per 
article 

Total cost 

[ 

Duration 
for -which 

Annual 

Item 

articles 

of 

the article 

Expendi- 


in use 

bought 

articles i 

•\vill last 

ture 


Clothes — Contd . 

7. Charasas 

8. Table Cloth 

9. Stocks 
Total 

Total Cotton 
Clothes. 

Silk Clothes ; 

1 . 

2 . 

8 . 

4. 

Total 

Artificial Silk 
Clothes ; 

1 - 

2 . 

8 . 

4. 

5. 

Total 

Woollen Clothes 

1. Sals 

2. Blankets . , 

3. 

4. 

5. 

6 . 

Total 

1. Shoes 

2. Umbrellas 

3. Overcoats 



Item 


Annual Expenditure 


1. Paper (Writing) . . 


2. Stationerj'^ ( Copy books, Drawing 
Books, etc.) . . 
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Item 

No. of 
articles 
in use. 

Cost price 
when 
bought 

Duration 
of the 
article 

Hndios 

2. Pans (Electric) 

S- Batteries . . . . ” 

4. Eleetric Wires 

5. Meters 

0. Motors . , [ ] 

7. Cycles 

8. Motor Cj'clcs 

9. nefriccrotors.. 






Monthly Rent 

Electric ClmrRcs (Monthly)’ 

Expenses on Cinemas, Dramas, etc. 

(Monthly) 


Tax 1 


Amount 


Income Tax 

Land Revenue , . | 

“'"1 Excise Duties ! ! ! 

New Property Tax 

Electricity Tax 

Entertainment Duty | [ , [ 



Total Tax Burden , . 


The above questionnaire was mainly formed with a 
view to obtain the consumption of the taxed commodities 
and services of various income groups. The general rule 
.followed was to include all consumption goods which 
brought in a duty of more than two lakhs of rupees in 
1938-39 in British India. Where, however, the articles were 
such as were consumed mainly in the bigger cities like 
Bombay, and their consumption in smaller cities was insig- 
nificant, e.g. foreign biscuits, cakes, confectionery, canned 
fruits, etc., they are omitted. Some articles, whose con- 
sumption, it was felt might be higher in Gujarat, were in- 
cluded though they yielded less than 2 lakhs of rupees. 
A few commodities though not taxed were included to 
'demarcate the expenditiure on some taxed commodities 
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from the expenses on them, or to obtain indirectly the 
consumption of some taxed item. 

The progress of our studies and the enquiry revealed 
some defects in the questionnaire, which had to be 
amended in some places. In case of goods, where differen- 
tial duties were levied and where the production figures 
of home-produced goods were not available, or where 
foreign goods formed almost a separate commodity as in 
case of cotton clothes, the families were asked not only 
their total expenditure on the item as a whole but also 
their separate expenditures on home-produced and foreign 
parts. In order to facilitate the task, the items on which 
either too little was spent, or which could not be distin- 
guished clearly, had to be grouped together, e.g. the items 
almonds, dates, cashewnuts, raisins and currants had to 
be placed together under “dried fruits”. Toddy and coun- 
try liquor were combined in one; so also, ale, beer, etc., 
spirits, and wines were grouped together as “foreign 
liquor”. Opium, bhang, ganja and charas were also com- 
bined. Many persons could not clearly distinguish bet- 
ween silk and artificial silk, which had to be put together. 
The item of motor vehicle taxation had to be included 
later on. It was found during the course of the inquiry 
that there were some items like cocums, nutmegs, methy- 
lated spirit, gas- mantels, buttons, foreign bathing soap, 
foreign woollen clothes, motor cycles, refrigerators, etc., 
where the expenditure of the various income groups was 
likely to be too small to make the tax of any moment.. 
These were, therefore, omitted. 

The relevant results of this inquiry have been shown. 
in Appendix E. 
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DETAILS REGARDING FAMILY BUDGETS 
COLLECTED 

The first question that confronted us in our inquiry 
was the number of budgets we should aim at collecting. 
Having regard to the purpose of the inquiry and the time 
at our disposal, we though that 16,00 budgets— 800 from 
towns and 800 from rural areas — would be enough. For, 
riural areas, a smaller proportion was selected because of 
the greater uniformity in milage life. Our original plan 
would have meant approaching 0.36 per cent of urban 
families and 0.15 per cent of rural families. 

For this purpose, we had to undertake an extensive 
tour of Gujarat lasting for about 6 months — ^March-June, 
1941, and September-October, 1941. Both in our city and 
village work, we received unstinting co-operation from 
parties too numerous to be enumerated here. But special 
mention must be made of Messrs Chimanlal C. Narlchi and 
Muljibhai Bhagat for their invaluable assistance in Kaira 
District; of Dahyabhai Naik, Secretary, Bhil Seva Mandal 
and his colleagues for work in the Panchmahals; of Chan- 
drashankar Bhat and Dhaifprasad Vin for work in the 
Broach District; of Hitendra K. Desai for rural work in the 
Surat District, and of Bhogilal Lala for rural work in the 
Ahmedabad District. 

(a) Urban Work 

The budgets collected in the cities came fairly near to 
our expectations. We were able to get about 750 budgets, ' 
086 of which we found valid for our purpose. Throughout 
the task of collection, the need of representing all the varied 
occupations in urban areas was kept before us. Our being 
armed from Bombay with a number of introductions on 
different parties in Gujarat with altogether different cir- 
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cles of contact was very useful to us in securing this 
variety. 

The family budgets had to be collected from various 
income groups. The two lowest income groups comprised 
most of the persons, and from these two groups, the l^ges^ 
niunber of budgets had to be collected. But the greater 
diversity found in consumption habits of the higher in- 
come groups made us collect a proportionately larger num- 
ber of budgets from them. The following table shows the 
budgets collected from various income groups. 


Income Groups 

150— 300 
301— GOO 
601—1,200 
1,201—2,500 
2,501—6,000 
6,001—12,000 


Number of Budgets 
Collected. 

192 

185 

130 

98 

60 

25 


In the collection of budgets, due representation was 
given to various districts. The following table will make 
this clear: — 




Percentage to 

No. of 

Percentage to- 


Population 

total 

Budgets 

total 

Name of District 

(in OOO’s) 

population 

Collected 

budgets 



in Urban 


collected 



Gujarat 


from Urban 





Gujarat 

Ahmedabad . . 

400 

49% 

302 

«% 

Broach 

69 

9% 

85 

12 % 

Kaira 

126 

16% 

104 

15% 

Panch JIabals 

73 

9% 

68 

10 % 

Surat . . 

146 

17 % 

127 

19% 


The division of the urban population in any district 
among the various population sub-groups was talcen into 
account in selecting the number and type of cities to be 
visited in each district and the niuhber of budgets to be 
collected from each. The Ahmedabad urban population 
being concentrated only in one place, all the budgets o^ 
the Ahmedabad District were collected from Ahmedabad 
City itself; in Surat District, budgets were gathered mainly 
from Surat and some from Bulsar, Hander and Mandvi 
(84, 16, 16 and 11 respectively) ; in the Panchmahal District, 
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"budgets were collected from the two big towns—Dohad 
(38) and Godhra (35); the Broach District budgets were 
obtained from Broach, Ankleshwar, Jambusar and Amod 
(35, 22, 18 and 10 respectively); from the Kaira District 
having the most widespread urban population, a number of 
towns were chosen — ^Nadiad (42), Anand (16), Kapadvanj 
(15), Akor (14), Mehemadabad (8) and Kaira (9). 

The following two tables showing the sub-division of 
urban population of each district and the number of 
budgets collected from those sub-groups will give a vivid 
idea of the work; — 


Name of District 


Population in towns of 







50,001- 

1,00,000 

Over 

1,00,000 

I Total 
Populn- 
1 tion. 



(All 

figures in thousands) 

435 

Ahmedabad 

03 

83 


. • 

mum 

Broach 

11 

24 

34 

. • 

I 

6& 

Kaira 

59 


85 

• ^ 

• • 

150 

Ponchmabals . , 

12 


57 

99 

• » 

69 

Surat 

17 

82 

' • 

* * 

148 

Name of District 

Number of Budgets collected from toivns ■nith popula- 
tion of 



HiXfflzg 


Uvcr 

i owi 





HI 

■HHI 

No. 

Collected 

Ahmedabad 

Hi 


35 


802 

802 

85 

104 

C8 

127 

Broach 

10 

40 


* • 

Kaira 

81 

81 

42 

• • 

* * 

Panchmahnls 


, . 

C8 

84 

• • 

Surat 

11 

32 

• * 



(b) Rural Work 

We collected only about 250 budgets from rural areas. 
We could have gathered more, but we felt that the results 
would, in no way, be more reliable, and would niean a 
needless waste of time. We were content with selecting 
two or more representative villages from each distric on 
the advice of people well familiar v-ith rural areas, we 
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got the idea of the income and expenditure habits of various 
classes within the villages from the leading men there, and 
then proceeded to make a first hand contact with repre- 
sentative persons of the various classes. We proceeded to^ 
ask them questions based on the questionnaire, but most 
of them could only give broad information, e.g. that they 
took tea once or twice. From such broad answers or de- 
tailed answers elicited by methods which could not sur- 
vive the full test of laws of evidence, an idea of their ex- 
penditvure had to be obtained, and the questionnaire filled 
in. We obtained 250 budgets in this way — 95 from the far- 
mers, 62 from the village artisans, 47 from the traders, and 
46 from labourers. These answers, while very valuable in 
giving and correcting impressions, are certainly no un- 
alloyed gold. Their averages have to be interpreted with 
due care and reserve. 

The ^^llages \nsited were: — ^Dabhan, Narsanda and 
Khadol in Kaira District, Mira^edi, Dagaria, Kalinga and 
Biyanmali in Bhil areas of the Panchmahal District; Kalak 
and Sajod in Broach District; Kosamba, Amalsadi and 
Abhrama in Surat District, and Kerala and Vadrod in the 
Ahmedabad District: 
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APPENDIX G 

Tables showing the Tax Burdens on Various Income Groups In Urban Gujarat 
I Tax Burden according to 193S-39 Income Tax Rates 


308 


APPENDICES 













APPENDICES 


809 


APPENDIX GiConid.) 

n. Tax Burden according to 1939-40 Income Tax Rates 


Income 

Rs. 

Income Tax 
Rs. a. 

P- 

jothcr Taxes 
Rs. a. p. 

Total Tax Burden 
Rs. a. p. 

Percent- 
age to 
income 

2,000 




40 

8 

0 

40 

8 

0 

o 

5,000 

IG-t 

1 

0 

133 

O 

G 

297 

3 

0 

5.9 

10,000 

554 

11 

0 

338 

0 

c 

802 

11 

0 

8.9 

15,000 

1,179 

11 

0 

338 

0 

0 

1,517 

11 

0 

10.1 

30,000 

3,830 

0 

0 

338 

0 

0 

4,174 

0 

6 

13.9 

50,000 

0,148 

0 

0 

338 

0 

c 

9,480 

0 

0 

19.0 

1,00,000 

20,023 

0 

0 

338 

0 

0 

20,301 

0 

C 

20.4 

3,00,000 

1,11,001 

0 

0 

338 

0 

0 

1,12,299 

0 

0 

37.4 

5,00,000 

2,15,080 

0 

0 

338 

0 

0 

2,15,424 

0 

0 

43.1 

10,00,000 

5,11,001 

0 

0 

338 

0 

c 

3,12,299 

0 

0 

51 2 

20,00,000 

11,03,711 

0 

0 

338 

0 

0 

11,00,049 

0 

0 

55.3 

30,00,000 

10,09,401 

0 

0 

338 

0 

0 

10,09,799 

0 

0 

jC .7 


APPENDIX H 

MEASUREMENT OF THE BURDEN OF PROVINCIAL 
EXCISE DUTIES ON RURAL GROUPS 

(a) Country Liquor; The total duty from country 
liquor in British Gujarat was Rs. 1,942 thousands in 1938- 
39."' We have already estimated the duty from “urban” 
areas at 1,154 thousands.^ The proceeds from this duty in 
“rural” areas in 1938-39 were, therefore, Rs. 788 thousands. 
Allowing for the difference in the definition of rural areas 
between ourselves and the Excise Report (according to the 
Report, 150 thousand more population in rural areas), the 
rural proceeds were about Rs. 650 thousands. 

In the villages, the landless labourers are the most 
given to drink — drinking being among many of them a 
social custom. While among rural artisans drinking is a 
little less universal, the greater expenditure of the smaller 

1 Reporl on the Administration of Excise Department, 1038-30. Im- 
perial Table I, Col. 6, p. 02. 

2 Chapter X. 
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number which drinks makes up for this. The tenants, the 
owner cultivators, and the village traders spend much less 
on drink and probably pay only about i the duty per head 
by way of excise taxation. 

Unfortunately, no occupational classification of rural 
parts in British Gujarat is available, but we have a classi- 
fication of the whole of British Gujarat. According to the 
1931 census about 308 thousand principal earners were 
occupied in cultivating their own lands, 37 thousands as 
tenant cultivators, and 149 thousands as agricultural 
labourers in British Gujarat. Most of these must have been 
in rural Gujarat. Taking all of these as residing in rural 
Gujarat ■>, and taking the number of principal earners in 
rural Gujarat as 686 thousand,® 192 thousand principal 
earners will remain to be classified. These %vill be rural 
artisans and other miscellaneous workers. The total num- 
ber of families in rural Gujarat was 539 thousands in 1931. 
Working out from these the duty would work out at Es. 
1-9-9 and 0-13-0 respectively for the two groups. 

(b) Toddy and other Fermented Liquors: We have al- 
ready assumed that the toddy duty per capita in villagesj 
is l/3rd that in cities. On this assumption as well as othei 
further assumption that the contribution by the various 
rural classes is the same as in (a), the cultivator’s family 
pays Re. 0-14-6 by way of toddy taxation, and the landless 
labourers’ and rural artisans’ families Es. 1-13-0. 

(c) Opium and Other Hemp Drugs: On the same basis 
as of toddy, the duty works out at Re. 0-5-9 per cultivator’s 
family and Re. 0-11-6 in case of landless labourers and 
rural artisans. 

The restrictive excise burden on various rural groups 
then works out as under: — 


1 Tills is a Blipht ovcrcstimatioo, for some of these must he residing in 

towns of .T,000-10,030. But it is compensated for bv our not tahtng 
^^lI3pc tradcra. ' * . e 

2 This is Tvorked out on the assumption that the ratio to the total 
niral population (of prlnripal earners) ■mil he the same ns that for British 
Oujarat as n whole i.c. 3.5. 
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an 



Country 

Spirit 

1 

Toddy, etc. 

Opium and 
Other 
Hemp 
Drugs. 

Total 

Excise 

Burden 

Landless Labourer ; . . 

Bs. a. p. 
10 9 

Rs. a. p. 

1 13 0 

Rs. a- p. 

0 11 6 

Rs. a. p. 

4 2 8 

Village Artisan 

10 9 

1 13 0 

0 11 0 

4 2 3 

Farmer 

a 13 0 

0 14 0 

ij 0 3 0 

2 1 3 

Village Trader 

0 13 0 j 

0 14 C 

10 5 0 

2 13 
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Table showing the Burden on Various Rural Groups. 


Tax Burden through 

Landless 

Labourer 

Average 

Income 

=Rs.lS0 

Village 

Artisan 

Average 

Income 

=Rs.250 

Landowner and 
Tenant 

Average | income 
Income 1 

=ns..l00 >=R5.1000 

i 

Viilagc 

Trader 

Income 

=Rs.350 

ia) 

Salt 

Rs. a- p- 
0 7 6 

Rs. a. p- 
0 0 0 

Rs. a, 

0 10 

P- 

0 

Rs. a. p. 

0 14 0 

Rs. a. p. 
0 0 0 

(6) 

Sugar 

0 0 0 

0 13 3 

1 0 

0 

1 12 

0 

0 13 0 

h 

Dctelnuts 

.... 

.... 

0 4 

0 


0 

0 3 0 

W 

Dried Fruits 

. • . . 

.... 

• » » • 



0 

.... 

(e) 

Toddy, Country Spi- 
rit, Opium, Bhang, 
Ganja, etc'. - . 

4 2 3 

4 2 3 

2 1 

3 

2 1 

3 

2 1 3 

'{/) 

Kero.sene 

0 9 3 

0 15 0 

1 8 
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y uwnincd''^^ Incomo stoupa in teal life, the burden will be aomcwbcrc between figures in A nnd B, as their income will be partly earned and 

!. The burden on the lower income groups is higher in ease of earned ineomea because of the flat social insurance contributions. 

Chaptcr^”^ eslimatcs because of the dllTcrciit assumptions regarding savings made during one’s lifetime, 










